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Rob Burgess, who wrote several 
of our Ten to Watch profiles, is a tech- 
nology reporter at WealthManagement. 
com. Rob is a 28-time award-winning 
journalist and has worked in televi- 
sion, podcasts, radio, print and online. 
Most recently, he was editor of the 
Wabash Plain Dealer; news editor 

of NUVO; managing editor of the 
Indiana Lawyer; and city editor, opin- 
ion page editor and editorial board 
member of the Kokomo Tribune. He has 
also previously worked as a reporter 
at WFHB, the Times-Mail, The Reporter- 
Times, Ukiah Daily Journal and Ukiah 
Valley Television. A native Hoosier, 

he is a graduate of Indiana University 


and currently lives near Indianapolis. 


Kimling Fink, who wrote the piece 

on private equity on page 35, is a Senior 
Vice President on the Investment Products 
and Research team at iCapital, focus- 

ing on private capital strategies across 
single and multi-manager product offer- 
ings. Previously, she was a Director - 
Investment Management at AT&T, with 
responsibility for the private capital port- 
folio within the company’s defined benefit 
pension plan. Kimling also has held roles 
at Canterbury Consulting, StepStone 
Group and Parish Capital Advisors. 

She has been focused on private capital 
manager research since 2007. Kimling 
holds a BS in Business Administration 
(Finance and Marketing) from Villanova 
University and is a CFA charterholder. 


PJ Loughran, this month’s 

cover artist, began his career doing 
illustrations for the Op-Ed pages of 
the New York Times while attending 
Parsons School of Design. Since then 
PJ has created over 2500 illustra- 
tions for clients including Sports 
Illustrated, Esquire, GQ, Rolling Stone, 
Time, Newsweek, Fortune, Forbes, Nike, 
Ford Motor Company, Simon and 
Schuster, Harper Collins, Scholastic, 
Burton Snowboards and the New 
York Times. PJ's work has been recog- 
nized by The Art Directors Club of New York, American Illustration, Communication 
Arts Magazine, Print Magazine, RSVP, the Society of Publication Designers and the 
Society of Illustrators of New York and Los Angeles. PJ lives just outside Chicago 
with his wife, three children and their dog Lily. 
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EDITOR'S LETTER 


Ten to Watch 


This issue features our annual list of ten individuals who we think will 
have an outsized impact on the wealth management industry in the future. Each 
is, in their own way, creating companies or pursuing initiatives that we feel will 
resonate broadly with the larger wealth management community. 

It might easier be described by what it is not. This is not a list based on age or 
experience; it’s not a 30-under-30 list, and some individuals here have had long 
tenures in the broader world of financial services. It’s not a list of innovators, 
though there are some innovative ideas here. There is no weight given to social 
media clout—we’r not trying to curry favor with any self-styled industry “influ- 
encer.” Being on social media a lot does not, in our view, equal impact. 

At the risk of seeming too loose with our criteria, these simply are individuals 
we—meaning the editorial team of this publication—think are doing interesting 
things, or working on interesting problems that advisors face, and we're betting 
you have not yet heard of many of them. Beyond that, we have no other require- 
ments or boxes to check. 

Technology obviously plays a large role here, and we highlight a few indi- 
viduals working to bring high-level math and computing power together to give 
advisors tools to create portfolios that more deeply and continuously track a cli- 
ent’s risk tolerance, and help advisors show clients why certain allocations still 
make sense despite the wild swings in valuation. 

Tm sure that is a conversation many advisors are having with clients right 
now. Because, while we've experienced some market drops in recent memory, the 
current environment feels more fragile. 

At the Money Management Institute’s recent annual conference, Natalie 
Wolfson, chief executive officer of TAMP AssetMark, put this bear market in a 
sobering historical perspective. The current downtrend has lasted 100 days lon- 
ger than investors experienced in 2018 or during the first days of the pandemic, 
but it is still 100 days shorter than the average. Add the unexpected steep dive in 
fixed income, and clients who, for over a decade, have only seen the numbers go 
up, could be in for a shock. 

“It feels very different than recent experience,” Wolfson said. “It likely will 
last longer than the average. This is where advisors come in. This is where we 
earn our money.” 

Times of crisis are an opportunity for new ideas to take hold. It’s not a given 
all the individuals on this list will radically change the industry, but each are 
contributing new tools and resources that may help financial advisors weather 
the storm and, hopefully, flourish when we come out on the other side. 


RA Arf 


David Armstrong 
Editor-In-Chief 
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$1.1B WhatsApp Fine a 
‘Shot Across the Bow’ 


FOLLOWING THE BLOCKBUSTER SETTLEMENT, EXPECT MESSAGING APPS AND 
PERSONAL DEVICES TO BE A ‘ROUTINE’ PART OF SEC SCRUTINY FOR FIRMS OF 
ALL SIZES, SAY COMPLIANCE EXPERTS. 


In the wake of major munications on personal tiny of their practices 
penalties against devices and messaging from regulators to become 
some large Wall Street apps, broker/dealers and ‘routine.’ 
firms for not maintaining RIAs of all sizes should The charges were a 
records of business com- now expect similar scru- “shot across the bow’ and 


will likely be included on 
every examination, with 
every registrant now on 
the hook to show compli- 
ance, said Dan Bernstein, 
chief regulatory attorney at 
MarketCounsel. 

“It’s going to trickle 
down; it’s not an instance 
where it’s only going to be 
limited to large financial 
institutions,” he said. “This 
will be at every level of 
SEC jurisdiction.” 

“There is no difference 
between the requirements 
for a large institution 
versus a small investment 
advisor,” he said. “You 
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REPORTS 


BLOTTER 


FINRA’s First Reg BI 
Action 

The Financial Industry 
Regulatory Authority 
suspended a registered 
rep for six months in 
the agency's first dis- 
ciplinary action under 
the Regulation Best 
Interest rules. 

Charles Malico, a for- 
mer rep with Network 
] Financial Securities, 
settled the charges with 
FINRA without admit- 
ting nor denying them, 
but also agreed to a 
$5,000 fine in addition 
to the suspension. 

According to the 
order, Malico recom- 
mended a number of 
transactions in one cli- 
ent account that “was 
excessive in light of the 
customer's investment 
profile and therefore 
was not in that custom- 
er's best interest.” 

Starting in July 2020 
through November 
of the following year, 
Malico made rec- 
ommendations to 
an unnamed client, 
described as a 63-year- 
old taxpayer with an 
annual income of 
$100,000 and a liquid 
net worth of $50,000. 

Though the cli- 
ent’s average account 
balance totaled only 
$30,000, Malico recom- 
mended more than 350 
rades in his account 
during the period in 
question, resulting in 
he client paying more 
than $54,000 in com- 
missions and other 
costs. In some situa- 
tions, Malico would rec- 
ommend the client sell 
a security only to buy it 
back days later. 


$1.1B WhatsApp Fine a ‘Shot Across the Bow’ 


can't use these applications 
if youre not maintaining 
the content in your books 
and records.” 

The commission 
announced settled charges 
in late September against 16 
firms, including Goldman 
Sachs, Morgan Stanley, 
UBS and others, with 
penalties totaling more 
than $1.1 billion. The SEC 
accused the firms of “wide- 
spread and long-standing 
failures” as employees, from 
the junior to executive level, 
communicated about busi- 
ness through personal mes- 
sages and on apps in which 
those conversations weren't 
captured. 

The Commodity 
Futures Trading 
Commission also settled 
charges with the firms. 

The SEC said firms 
cooperated with the inves- 
tigations, including by 
gathering communications 
from the personal devices 
of a random sample of 
firm employees. Multiple 
employees at Morgan 
Stanley used “non-firm 
approved methods on their 
personal devices about 
the firm’s broker/dealer 
business,” according to the 
firm’s settlement with the 
commission. 

Carlo di Florio, the 
global advisory leader for 
ACA Group, initially was 
stymied by the size of the 
penalties, as the commis- 
sion could not point to sig- 
nificant investor harm or 
fraud. He also said there’d 
been previous actions 
by the SEC on the issue, 
including last December’s 
settlement with JPMorgan. 

But looking at the 
details, he saw the lapses 
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extended to senior execu- 
tives, including managers. 
The “breadth and depth” of 
the violations likely encour- 
aged the commission to 
send a message, he said. 

“I think these are the 
biggest financial institu- 
tions and brand names in 
the business, and they're 
effectively sending a signal 
to the industry and to the 
market that ‘we've looked 
at the biggest, and found 
these issues,” di Florio said. 
“If you think about the fun- 
damental violation here, it 
applies ... to all registrants 
with the SEC.” 

The fact that the firms 
included the largest entities 
in the space—with high rep 
counts and complicated 
supervisory hierarchies— 
shows that the commission 
sees a “systemic issue” in 
the entire market, accord- 
ing to John Gebauer, the 
chief regulatory services 
officer with ComplySci. 

Gebauer expects ques- 
tions about unrecorded 
communications to 
become a “routine” part 
of exams going forward 
that will ultimately lead 
to more enforcement 
actions, though not on the 
same scale as the recent 
penalties. 

While the record-keep- 
ing requirements have long 
applied to all registrants, 
Gebauer believed there 
were some ways in which 
larger firms were more 
susceptible, with high-vol- 
ume institutional trading 
and the rising popular- 
ity of messaging apps on 
mobile devices. 

“The bigger and more 
distributed the organiza- 
tion is, the harder under- 


standing everything in the 
organization becomes,” he 
said. “If there’s a 10-person 
broker/dealer, you prob- 
ably know every commu- 
nication that’s happened 
between reps and clients. 
In a 10,000-rep firm, that’s 
impossible.” 

Bernstein said it may 
be easier for smaller firms 
to comply with the rules 
and emphasized that the 
SEC doesn't prohibit the 
use of messaging apps like 
WhatsApp, which some cli- 
ents may prefer, if the mes- 
sages are properly recorded 
and archived. But small 
firms should be prepared 
for those questions to be 
asked and to demonstrate 
compliance. 

Nor should firms think 
the rules apply only to b/ 
ds, despite the fact that this 
week's charges focused on 
brokerage firms (includ- 
ing one affiliated RIA), 
Gebauer warned. 

“It’s all types of regu- 
lated firms that are in 
financial services that 
should look at policies and 
procedures and implement 
some changes that enable 
them to detect these viola- 
tions,” he said. “It’s not just 
the SEC and FINRA; it’s 
across the regulatory com- 
munity where this issue is 
being presented." 

The SEC has also 
recently expanded its probe 
into the use of text messag- 
ing apps to asset managers, 
according to Bloomberg. In 
October, the regulator sent 
letters to some of the larg- 
est asset managers in the 
industry asking about their 
policies and recordkeepers 
of electronic communica- 
tions at the firms. E 
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REPORTS 


COMINGS 
& GOINGS 


After less than two 
years at the RIA- 
focused custodial and 
technology plat- 
form Altruist, 
Pete Dorsey 
has joined 
LPL Financial 
as executive 
vice president 
of institution ser- 
vices. Dorsey succeeds 
Shawn Mihal, who 
joined LPL as part of 
the firm's acquisition 
of Waddell & Reed. 
Dorsey reports to Matt 
Enyedi, managing 
director of national 
sales and marketing. 


Prospera Financial 
Services, a Dallas-based 
independent broker/ 
dealer, named Tarah 
Williams as its new 
president, reporting 
directly to co-CEOs and 
Managing Partners Tim 
Edwards and David 
Stringer. Williams most 
recently served as chief 
operating officer of the 
firm, a role she'll contin- 
ue to hold. She'll be the 
first female president 
of the firm, and will 

ead day-to-day opera- 
tions and work with the 
eadership team on the 
firm’s strategic growth 
initiatives. 


Christopher Briscoe, 
who spent the last 
eight years as a vice 
president at Girard 
Advisory Services, has 
been promoted to 
director of financial 
planning at the firm. 
Briscoe will lead the 
development and 
buildout of the firm's 
existing financial plan- 
ning practice. 


Merrill Launches 


New Prospect- 
Advisor Matching 
Tool 

Merrill Wealth 
Management launched 
Merrill Advisor Match, its 
new research-based, digital 
platform for connecting 
investors seeking finan- 
cial advice with a Merrill 
financial advisor. 

The new tool matches 
prospective clients with 
advisors that share compat- 
ible communication styles 
and personalities. 

The tool, which asks 17 
questions, replaces a geog- 
raphy-based one that had 
no underlying intelligence 
built into it. 

Prospects begin by com- 
pleting a simple, interactive 
questionnaire based on 
in-depth interviews, focus 
groups and quantitative 
surveys between advisors 
and clients. 

Matches are based on 
several dimensions that 
are explored through 
the questionnaire, which 
include personality 
traits—introvert or extro- 
vert—the client’s approach 
to problem solving, to how 
a prospective client would 
like to meet and interact 
with their advisor and how 
often, preference on how 
they communicate with 
their advisor, as well as how 
decisions about investing 
and planning are made. 


ClearingBid Seeks 
to Be the New Way 
to IPO 

Getting shares in an initial 
public offering is a rare 
opportunity, even for clients 
of a registered investment 
advisor or a rep with an 
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independent broker/dealer. 

Often, only the favored 
clients of the wirehouse 
brokers and wealth manag- 
ers, usually at firms under- 
writing the IPO to begin 
with, can get early access 
to the equity. 

Matt Venturi, the 
founder and CEO of 
ClearingBid Inc, is on a 
mission to “democratize” 
that kind of IPO access. His 
firm recently announced 
the launch of two of the 
three core components 
needed to make that hap- 
pen: an open pricing engine 
and a digital orderbook, 
which, when combined at 
some point in the future 
with an investor portal, will 
represent “the industry’s 
first digital IPO network,” 
according to Venturi. 

ClearingBid’s digital 
order book connects to 
existing brokerage order 
management systems, 
which in turn feed back to 
the firm’s pricing engine 
that tracks valuations in 
real time. The orders are 
prioritized based on their 
price and time entered. 

The pricing engine 
calibrates all of this data, 
which lets underwriters 
determine demand, adjust 
allocations and establish a 
market-driven price for any 
IPO or new issue, prior to 
listing on a public exchange, 
according to Venturi. 


Flourish, Gemini 
Launch Crypto 
Integrations With 
Envestnet 

Two advisor-focused 
cryptocurrency platforms 
simultaneously announced 
integrations with Envestnet 
in October. 


A wholly owned sub- 
sidiary of MassMutual, 
the Flourish Crypto plat- 
form is part of that firm's 
advisor-focused invest- 
ment management tool for 
crypto and cash manage- 
ment. Gemini BITRIA is a 
digital asset management 
platform for advisors 
acquired by cryptocur- 
rency custodian Gemini in 
January. Each announced 
integrations with the RIA- 
specific Tamarac division 
of Envestnet, giving them 
potentially lucrative access 
to the wide pool of inde- 
pendent financial advisors 
who use the TAMP for 
investment management. 
“Envestnet’s crypto 
strategy right now is two- 
fold, built on education and 
access,” said Dani Fava, 
group head for product 
innovation at Envestnet. 
“We have three partners, 
Anthony ‘Pomp’ Pompliano 
will be providing crypto 
education, helping advisors 
understand the asset class 
and providing dynamic 
updates and certification 
around the basics,” she said. 
Pompliano is the head of a 
Miami-based family office, 
and a well-known podcaster 
and commentator on crypto. 
“And then access, for 
now, provided through 
Gemini BITRIA and 
Flourish Crypto,” said Fava, 
noting that while there is 
overlap between the two 
offerings they do differ 
somewhat, “Flourish being 
more rooted in the advisor 
space and a curated list of 
currency limited to Bitcoin 
and Ethereum, whereas 
Gemini BITRIA has access 
to a less curated, far broader 
list of cryptocurrencies. 
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WILL YOU BE ae 
THERE FOR HER IN 
HER TIME OF NEED? 


Gifts to American Humane make a 
lifesaving difference for animals in need 
every year - especially those facing 
unthinkable cruelty or the thousands that “4 
are caught in the path of natural disaster 


Planned gifts to American Humane, 
facilitated by professionals like yo 
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mission is one of hope, compassi Ol 
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whenever animals need rescue, sh 
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Humane has earned Charity Navigator's highest 
“Four-Star Rating” for the fourth time in a row, has 
earned the gold level seal from GuideStar USA, 
and is one of the few charities that meet all of the 
Better Business Bureau's Wise Giving Alliance's 
20 Standards for Charity Accountability. 
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REPORTS 


Despite all the talk 

of next generation 
advisors having unique 
perspectives and business 
models, the survey below 
indicates that they're not 
all that different from 
their older counterparts. 


WealthManagement.com and 
Informa Engage recently 
surveyed 433 advisors 
across generations, includ- 
ing about 140 next gen 
advisors, on behalf of RBC 
Wealth Management. 
There are some notable 


differences between the 
age groups. For one, next 
gen advisors are growing 
at a faster relative rate than 
established advisors; they 
also place a heavy empha- 
sis on financial planning 
and investment manage- 


The Next Generation of Advisors 


ment. But as much as the 
industry talks about digital 
marketing as the way of 
the future, next gen advi- 
sors, similar to the older 
cohort, still heavily rely on 
referrals and market gains 
to drive growth. 


How did your firm’s assets under management 
change in 2021? 


What were the top two factors that 
contributed to your firm's growth in 2021? 
(Select up to two.) 
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n uv e e n nuveen.com/altincome 


A TIAA Company 


n = solving for [income] 


How will real estate shape the 
future of your portfolio? 


Access alternative income opportunities with real estate assets 
designed to hedge for inflation and weather volatility. 


One of the top 5 largest $152B in real estate Global assets across 
real estate managers in assets under managment? traditional and newly 
the world! evolving sectors 


1 ANREV/INREV/NCREIF Fund Manager Survey 2021. Survey illustrated rankings of 154 fund managers globally by AUM as at 31 Dec 2020. 

2 As of 31 December 2021. Nuveen assets under management (AUM) is inclusive of underlying investment specialists. Totals may not equal 100% due to rounding 
Past performance does not guarantee future results. This material is not intended to be a recommendation or investment advice, does not constitute a solicitation to 
buy, sell or hold a security or an investment strategy, and is not provided in a fiduciary capacity. The information provided does not take into account the specific 
objectives or circumstances of any particular investor, or suggest any specific course of action. Investment decisions should be made based on an investor's objectives 
and circumstances and in consultation with his or her advisors. 


Nuveen Securities, LLC, member FINRA and SIPC. GAD-2449120PR-E0922X 212356 


PRACTICE MANAGEMENT 


Terminating a Note 


Early 


WHEN THE PAIN OF STAYING OUTWEIGHS THE COST OF LEAVING. 
BY MINDY DIAMOND, JASON DIAMOND 


The length of time on 
recruiting packages struc- 
tured as forgivable notes 
extended in recent years as 
firms look for ways to offer 
bigger deals while tying up 
advisors longer. Seven years 
was once the norm, but 
that has morphed over time 
to nine. Some deals even 
extend to 11 or 13 years. 

From a firm’s perspec- 
tive, more extended notes 
allow them to amortize a 
large, capital-intensive pay- 
ment over a greater period 
of time, putting less pres- 
sure on its balance sheet. 

But if an advisor signs 
an 11-year note, are they 


stuck at that firm for 11 
years—win, lose or draw? 
Definitely not. 

No advisor is ever truly 
stuck; it’s purely a matter 
of weighing if the potential 
upside of changing firms 
or models and solving for 
frustrations justifies the 
hassle associated with a 
move? AND is there a will- 
ingness to accept the finan- 
cial penalties of terminating 
a forgivable note early? 

It’s important to recog- 
nize that firms are mak- 
ing an investment in each 
advisor who signs on the 
dotted line. And likewise, 
for advisors, accepting a 
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recruiting deal signifies 

the intent to make good 

on the firm’s investment. 
But situations change over 
time—and what might have 
seemed right years ago may 
not be today. That is, the 
status quo no longer serves 
an advisor and their busi- 
ness best. 

So, what might drive an 
advisor to leave early with 
meaningful time left on an 
existing obligation? 

It’s possible that an advi- 
sor joins a firm with cer- 
tain expectations around 
culture, technology and 
platform. Yet, what might 
have seemed “good” early 


on becomes decidedly less 
than optimal for supporting 
the continued growth of the 
business. This calculus may 
change as the note contin- 
ues to amortize and less 
money is owed. 

Or perhaps the advisor, 
while frustrated, learns to 
accept the limitations—that 
is, until time reduces the 
financial obligation and 
the willingness to move 
becomes greater. 

Ultimately, an advisor 
who has five years and $8 
million left on a note would 
need to be in far more seri- 
ous pain to even consider 
a change versus another 
with one year and $500,000 
remaining. 


What does an advi- 

sor need to know 

if considering a 

change with a 

meaningful balance 

left on their note? 

1. A forgivable note 
is NOT an immu- 
table contract: Advisors 
always have the option 
to pay back the unam- 
ortized portion of their 
deal and “buy” their 
freedom. But the more 
time is left, the more 
expensive that proposi- 
tion becomes—making 
the “value” of the move 
far more critical. Is it 
the right time to make a 
change, or does it make 
better sense to wait it 
out? And for those who 
do not practice smart fis- 
cal restraint, paying back 
any monies owed can be 
even more challenging— 
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so allowing more time 
for the note to forgive 
might be a wise choice. 

2. Additional monies to 
pay off the note: In the 
past, if an advisor owed 
money on a deal, they 
were responsible to pay 
it back. Yet, in today’s 
ultra-competitive mar- 
ket, some firms are dem- 
onstrating a willingness 
to go the extra mile for 
the right advisor by pay- 
ing off the note on top of 
a really sexy deal. If they 
want an advisor badly 
enough, they may make 
it worth their while not 
to wait for the note to 
terminate. 


3. Avoiding the reputa- 


tion of being a “serial 
mover”: When signing 
a note, advisors should 
have every intention of 
staying for the life of the 
obligation. It’s a com- 
mitment to that firm, 
and it is paying you 
handsomely for doing 
so. But stuff happens— 
so it’s nice to know 
that advisors have the 
flexibility to change if 
circumstances warrant. 


. The potential of client 


fatigue: With each subse- 
quent move, the burden 
of proof on the value 

of that move to clients 
becomes much greater. 
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That is, there’d better 

be truly valid reasons 
for asking clients to go 
through the hassle of fol- 


lowing again. So, frustra- 
tions aside, it’s important 


to consider if the move 
will indeed solve for the 
advisor’s frustrations 
while positively impact- 
ing client service. 


For those who have 
signed a long-term note, 
there is an out, provided 
the advisor can establish 
that any initial financial 
loss will be offset by the 
potential value gained— 
monetary or otherwise—in 
a new firm or model. W 
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Leadership Trends 


PRACTICE MANAGEMENT 


in the Post-Pandemic 


World 


PRIORITIZING EMPLOYEE TRAINING, DEEPENING YOUR UNDERSTANDING OF FIRM 
KPIS AND ENHANCING BRAND POWER KEEPS LEADERS FOCUSED ON PRODUCING 


FUTURE GROWTH. BY ANGIE HERBERS 


Employees are back 
in offices, at least part- 
time, and the business 
world is starting to, on the 
surface, look something 
like it did three years ago. 
But in wealth manage- 
ment, significant cultural 
shifts are occurring that 
will likely be lasting. The 
societal and economic 
changes due to the pan- 
demic will have impacts 
for financial advice firms 
for years to come. We've 
noticed several key areas 
leaders are focusing 

on now and should be 


aware of and prepared to 
respond to. 


1. Employee 
Training Needs Are 
Changing 

Properly training 
employees has always 
been a key to firms’ suc- 
cess. Having a team that 
knows what they're doing 
translates into client 
retention and referrals. 
But because the pandemic 
interjected more indepen- 
dence into firms’ cultures 
than ever before, training 
is even more critical to 


carry out client services. 

The in-office, top- 
down management model 
of the past made it easy 
to see the training blind 
spots of firm employees. 
Junior employees observed 
firsthand how things were 
done and fell in line. 

Well, that nine-to-five, 
“punch card” mentality is 
gone. Hastened along by 
the pandemic, organiza- 
tions moved into more 
independent cultures 
where employees can 
decide what they need to 
get done and when to do it. 


Employers still expect their 
people to log at least eight 
hours a day, but they’re giv- 
ing a lot more latitude in 
how the work gets done. If 
you can be productive with 
a laptop at 6 a.m. at your 
kitchen table go for it. 

But organizations are 
also finding that not all 
their people are equipped 
to manage themselves in 
more independent cultures. 
In fact, more-independent 
cultures require employees 
to know more than ever 
before. For one thing, they 
need to become experts in 
managing their time. 

How, in hybrid cultures, 
do firms give employees a 
360-degree understanding 
of the client service model 
so they can understand 
where their work fits in 
and why they're doing it? 
How do they train new 
employees to respond with 
empathy and compassion 
to clients and colleagues in 
this new culture? How do 
firms train employees to 
manage their time better? 

In the old model of 
work, where employees 
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In the old model 
of work, where 
employees were 
in the office five 
days a week, new 
team members 
were expected 

to learn soft 

and hard skills 
from the veteran 
colleagues they 
sat next to 

every day. The 
new employees 
learned through 
observation 

and modeling, 
including the way 
they themselves 
were treated. 


were in the office five days 
a week, new team members 
were expected to learn soft 
and hard skills from the 
veteran colleagues they 
sat next to every day. The 
new employees learned 
through observation and 
modeling, including the 
way they themselves were 
treated. Firms are now in 
the process of figuring how 
to replace this training- 
by-osmosis with training 
suited to a hybrid culture. 
Training remains per- 
haps the most impactful 
thing that firms can do to 
engineer strong, sustainable 
growth. Proper training 
helps to create inspired, 
loyal employees who, in 
turn, impress clients, who 
ultimately become fans of 
your firm and send you 
referrals. 


2. Letting Data 
Drive Decisions 
The second significant 
trend we're seeing is a 
renewed focus on key per- 
formance indicators (KPIs) 
for decision-making. Not 
long ago, many advisory 
firm leaders made deci- 
sions based on intuition. 
Pre-COVID, in fact, my 
consulting firm had many 
clients who flat-out refused 
to put together KPIs. They 
preferred to make decisions 
based on gut feelings and 
what they were observing 
each day. They might say, 
“I feel like our close ratio is 
really great,” or “I feel like 
we're growing really well 
right now.” But they didn’t 
run the numbers to verify 
that impression. 

There's been a big shift: 
Advisory firms are increas- 
ingly asking about KPIs 
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and expressing a desire 

to move them forward. 
They're laying the ground- 
work for decisions by look- 
ing at trend lines and what 
is objectively happening, 
rather than what they sense 
is happening. This shift is 
facilitated by modern data 
systems, which let firms of 
all sizes start to make more 
strategic decisions based 
on the numbers. One of my 
favorite KPIs, by the way, is 
client referral rate. 

Interest in KPIs always 
ticks up in times of uncer- 
tainty and revenue pres- 
sure. It’s been the case 
throughout my 20 years of 
consulting: When there's 
a bear market or a threat 
of a bear market, advisory 
firms tend to move toward 
data and facts and away 
from intuition. And today 
we are indeed seeing firms 
seek a more objective look 
at the business than was the 
case prior to the pandemic. 


3. A Focus on Brand 
and Messaging 
There are several market- 
ing systems and approaches 
that have proved effective 
in boosting advisor firms’ 
growth. The problem is that 
many advisory firms don't 
have the patience to stick 
with them long enough to 
get results. As such, they 
wind up jumping from one 
to the next. This dabbling 
costs them the opportunity 
to build brand power. And 
that brand power isn't just 
logos or catch phrases, it’s 
having the entire team 
consistently delivering the 
same service and commu- 
nication and using the same 
client experience process. 
It’s critical for businesses 


that want to grow to build 
and sustain their brand. 
And to do that, firms 
must be very consistent 
about what the brand 
is. Consistency trumps 
novelty here. The idea is 
to create a clear brand 
message and repeat it with 
consistency, to the point 
where clients and non- 
clients think of you when 
they hear it. All the mes- 
saging must be consistent 
to maximize your brand 
power: from the language 
you use on your website 
and materials to what you 
say in client meetings: 
Why is brand messag- 
ing particularly important 
right now? One reason is 
that we've been in a bear 
market. Having a consis- 
tent message will not only 
help firms overcome the 
loss of revenues in this 
market cycle, but it will 
also help them compound 
future cash flows. And the 
period of transition out of 
a once-in-a-lifetime chal- 
lenge like the pandemic 
is as good a time as any 
to decide what your firm 
stands for and to push that 
message consistently out 
into the world. 
Prioritizing training 
programs for employees, 
deepening your under- 
standing of firmwide KPIs 
and enhancing brand power 
keeps leadership focused 
on the areas that produce 
future growth. Today, a 
long-term view on the 
impact of future earnings is 
what’s most important. E 


Angie Herbers is the founder 
and CEO of Herbers & Co., a 
consultancy firm for financial 
advisors. 
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Pundits keep predict- 
ing that big will dominate 
small in the financial 
advice space. 

I ain't buyin it. 

The big wirehouses 
have been around forever, 
and they are losing ground 
not gaining it. The inde- 
pendent advisory business 
emerged from the shadows 
of these giants and grew 
from almost nothing into a 
major force in just 40 years. 


Why Small Firms 
Will Thrive 
There are a number of 
reasons why small advisory 
firms are likely to thrive in 
the years to come. 
First, being big is hard. 
How do you like the 
service you get from your 
cable company, your phone 
company, or your health 
insurance company? 
Not much, I’m guessing. 
Providing excellent ser- 
vice on a massive scale is 
extraordinarily difficult. 
Yet the advice business is 
all about personal service. 
If youre building 
cars, running a railroad 
or selling commoditized 
products, scale is impor- 
tant. But neither big nor 
scale are closely associated 
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Don't Believe the 


Pundits—Small Advisory 
Firms Will Thrive 


THE WIREHOUSES ARE LOSING GROUND, NOT GAINING IT. BY SCOTT MACKILLOP 


with quality service. Olive 
Garden will never put the 

passionate chef’s local bis- 
tro out of business. 


Another reason the 
outlook for smaller firms 
is bright is that there are 
legions of firms that pro- 
vide small advisors with 
the capabilities to compete 
effectively with the big 
guys. These firms provide 
investment management, 
technology, marketing, 
compliance and operational 
support. They shrink the 
advantages that size might 
otherwise have. This trend 
will only accelerate. 

Ironically, many of 
these providers can trace 
their roots back to the days 
when they were large advi- 
sory firms. They grew to 
a size where it made sense 
to develop businesses that 


sold or rented the capa- 
bilities they developed for 
their own firms to other, 
smaller advisory firms. 

Rather than crush- 
ing smaller firms under 
their boot heels, they now 
depend on them for busi- 
ness. The big now serve 
the small. 

Then there is the 
legacy technology issue. 
Large firms tend to build 
their own infrastructure. 
Initially, this may give them 
a competitive advantage. 

But, within a relatively 
short period, that infra- 
structure becomes dated. 
New technology comes 
along that enables smaller 
players to compete more 
effectively, and maybe even 
gain an advantage on their 
larger competitors. The 
larger firms devote more 


attention to upgrading their 
infrastructure and lose 
focus on serving clients. 

Then there is the natu- 
ral evolution caused by 
entrepreneurship and the 
urge to innovate. Face it, 
big firms are boring. The 
more they have to lose, the 
more they become laden 
with processes, procedures, 
rules and constraints. 

The talent that drives the 
transformation of small 
firms into big firms often 
leaves the behemoth in 
search of a more creative 
environment. 

Big spawns small. How 
many times have we seen a 
firm’s founder or spiritual 
leader slip out the back 
door of a firm they helped 
build to set up shop ina 
garage and start again? 


There’s Room for 
Big and Small 

There is always tension 
between establishing 
efficiency and scale and 
creating a memorable client 
experience. If you are too 
small, you lack resources. 
But as you grow, you lose 
the ability to be nimble 
and responsive. To find the 
balance you must focus on 
being good, not big. 

If building a large firm 
is one of your goals, there’s 
nothing wrong with that. 
There always will be clients 
who yearn for the security 
and familiarity of a big 
firm with a well-known 
brand name. Just don’t do 
it because you expect to 
dominate the smaller firms 
in your market. E 


Scott MacKillop is CEO of First 
Ascent Asset Management, the 
first flat-fee TAMP. 
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BY HARRIET CHRISTIE 


The U.S. Securities 
and Exchange 
Commission's market- 

ing rule was approved in 
December 2020 and came 
into effect on May 4, 2021. 
From that point, registered 
investment advisors have 
had an 18-month transi- 
tion period—until Nov. 4, 
2022—to fully adhere to its 
updated regulations. Here’s 
what RIA compliance 
teams should know as the 
deadline looms. 


Why Now? 

The Advertising Rule 
206(4)-1 has remained 
largely unchanged since 

its adoption in 1961, an era 
which predates much of the 
technology at businesses’ 
disposal in 2022. 

As a result, the doctrine 
is out of touch with the 
landscape it governs. It 
specifically impacts RIAs 
based (or providing ser- 
vices) in the U.S., and the 
updated iteration reflects 
modern habits; namely 
the mass consumption of 
digital media and the abun- 
dance of channels through 
which that occurs. 


Is It Mandatory? 
Despite this generous grace 
period, it would be remiss 
to anticipate leniency when 


Nov. 4 arrives. On the 
contrary, ample time has 
been granted to ensure the 
necessary upheaval takes 
place, so excuses are less 
likely to appease the regu- 
lator. While the revamp of 
processes and systems has 
been made more difficult 
by the influx of remote 
work in recent years, this 
hurdle was taken into con- 
sideration when the rule 
was ratified. 

The SEC has demon- 
strated that any period of 
pandemic-enforced leni- 
ency is now over, which 
is potentially indicative 
of how far they’re willing 
to stretch their patience 
on matters of compliance. 
The regulator appears seri- 
ous about enforcing the 
new marketing rule: In 
May it launched an email 
campaign to remind RIAs 
about the upcoming dead- 
line, plus the steps they’ll 
need to take to comply. 
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The SEC's Marketing 
Rule Explained 


SOME TIPS TO HELP ADVISORS STAY COMPLIANT AND AVOID BIG FINES. 


i 


Calling the SEC’s bluff or 
pleading ignorance appears 
a foolish course of action. 
Most RIAs seem to 
agree. The Investment 
Adviser Association recent- 
ly conducted its annual 
survey of compliance staff 
at 425 investment advisor 
firms, sharing the findings 
in July. For the second year 
in a row, implementing the 
marketing rule is the No. 1 
worry for RIA compliance 
officers. Seventy-eight per- 
cent of respondants cited 
advertising/marketing as 
the ‘hottest compliance 
topic for 2022,’ an increase 
of 20% from the previous 
year. The impending dead- 
line is not a coincidence. 
The same survey 
reported that 96% of advi- 
sors expected to comply 
with the marketing rule on 
or ahead of the November 
deadline, with 11% of those 
already doing so. Just 4% 
claimed that they were 


unsure of their compliance 
time frame. It’s a matter of 
urgency, and the message 
appears to have landed 
among the vast majority 
of RIAs. 

But what does the new 
rule mean, and what must 
RIAs do differently? 


1. One Rule to Rule 
Them All 

The new rule makes good 
on its word (to simplify 
the patchwork affair that 
preceded it) by combining 
two others: the existing 
Advertising Rule, Rule 
206(4)-1 and the Cash 
Solicitation rule, Rule 
206(4)-3. 


2. What’s an 
Advertisement? 

In order to streamline this 
consolidation, the SEC 
redefined “advertising” to 
cover two clear points. 

A so-called advertise- 
ment now includes any 
direct or indirect com- 
munication an investment 
advisor makes that: 


e Offers its services regard- 
ing securities to existing 
or prospective clients; or 

e Includes any endorse- 
ment or testimonial for 
which an advisor pro- 
vides cash or noncash 
compensation 


The impact of the above 
alteration is enormous. 
While previously, advertis- 
ing was largely limited to 
print media (brochures, 
catalogs) or communica- 
tions made through TV and 
radio, it now also applies to 
electronic communications, 
meaning that a significant 
number of digital platforms 
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(websites, email, instant 
messaging platforms, etc.) 
find themselves under 
regulatory scrutiny. 

The second point 
encompasses a variety of 
communications (endorse- 
ments and testimonials) 
that always have been 
essential in the world of 
advertising, but now have 
evolved into a different 
form, on social media plat- 
forms in particular. They're 
very important weapons 
in a firm’s marketing arse- 
nal, and with the growing 
legion of agents wielding 
influence in every conceiv- 
able industry, companies 
will now need to clearly 
disclose if the individual/ 
organization posting has 
been compensated by them 
in any way. The advisors 
must also have a written 
agreement with promot- 
ers/influencers and must 
oversee their compliance 
with the marketing rule. 
The onus is on the advisor; 
there’s no debate on where 
the accountability lies. 


3. Seven General 
Prohibitions 
The SEC replaced the 
existing prohibitions in the 
Advertising Rule with seven 
new general prohibitions. 
Investment advisors 
may not circulate any 
advertisement that: 


1. Includes untrue state- 
ments and omissions; 

2. Includes unsubstantiated 
material statements of 
fact; 

3. Includes untrue or mis- 
leading implications or 
inferences; 

4. Fails to provide fair and 
balanced treatment of 


material risks or material 
limitations; 

5. Fails to present specific 
investment advice in 
a fair and balanced 
manner; 

6. Cherry-picks per- 
formance results or 
otherwise presents 
performance in a man- 
ner that is not fair and 
balanced; or 

7. Is materially misleading. 


The principles place a 
higher burden of proof on 
advisors, requiring them 
to maintain evidence to 
back up their claims. In a 
nutshell, advisors will be 
required to catalog adver- 
tisement to prove their 
adherence to the above 
stipulations. This also 
applies to any communica- 
tion/documentation that 
has informed their under- 
standing of whether the 
content within the adver- 
tisement is true, and the 
same applies for testimoni- 
als and endorsements. 


The Role of 
Communications 
Archiving 

As more varied commu- 
nications now fall under 
the definition of advertis- 
ing, the SEC has issued 
“related amendments to 
... the books and records 
rule.” RIAs must archive 
and keep records of all 
advertisements that they 
have circulated, which now 
encompasses email, web- 
sites, social media profiles 
and an ever-expanding list 
of platforms. Importantly, 
advertisements now are 
defined by the messag- 
ing that they contain, as 
opposed to the avenue 


through which they're 
conveyed, ensuring that 
the SEC will not be perma- 
nently playing legislative 
catchup as digital channels 
continue to proliferate. 
When we log on to a 
website, we see only its 
form at that given time, 
so it’s impossible to prove 
compliance over a sus- 
tained duration. While 
other channels (social 
media, email, instant mes- 
saging) provide easier 
access to historical data, 
these messages/posts are 
not stored immutably; 
they can be deleted or 
edited retrospectively. 
Archiving is the most 
effective way to preserve 
your metadata in a com- 
pliant, unalterable format. 


Ensuring 
Compliance 

The modernization of 
archaic regulations brought 
digital platforms under the 
SEC’s jurisdiction, and com- 
pliance demands are about 
to increase drastically. 

RIAs should familiarize 
themselves with what now 
constitutes an advertise- 
ment as, according to the 
new rule, all will need to 
be captured and recorded. 
The additional workload 
will have implications 
on internal compliance 
processes, whether that 
means growing compliance 
teams, enhancing training 
programs or outsourcing 
to third-party vendors. It’s 
imperative that businesses 
ensure they are protected 
ahead of the SEC’s Nov. 4 
deadline. W 
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Back in 2014, Lynne 
Wright was up a creek. 
With just a few years to go 
before retirement, Wright, 
senior vice president of 
investments at Wright 
Wealth Management of 
Raymond James, had not 
one, but two, succession 
plans fall through. The 
first time, the woman 
Wright hoped would take 
over decided to switch 
industries. The second, a 
young man, recruited from 
within her branch, not only 
didn’t work out but ended 
up departing with some of 
Wright's clients. 

When all looked lost, 
much to Wright's surprise, 
a well-regarded admin 
raised her hand, explain- 
ing that she wanted to be a 
financial advisor. “I figured 
if someone has the gump- 
tion and wherewithal to 
step up, I should give them 
a chance,” says Wright, 
whose practice has about 


$500 million in assets. 
Wright signed her up for a 
two-year Raymond James 


financial advisory program. 


Three years later, a second 
admin spoke up and also 
joined the program. Now, 
Wright and her successors 
have a signed ownership 
agreement with a seven- 
year payout. “I didn’t want 
to just sell the practice,” she 
says. “I wanted a successor.” 
There's a lot of atten- 
tion these days on financial 
advisors’ lack of succes- 
sion planning. But what's 
discussed less frequently 
is that even those who do 
pinpoint a successor may 
see their plan fizzle. That’s 
especially true for internal 
succession plan failures, 
in which advisors groom 
a junior colleague to take 
over when they retire, only 
to find it doesn’t pan out. 
While it’s hard to come 
by exact numbers for how 
often this happens, “When 


z 
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it doesn’t work out, it’s mas- 
sively disruptive,” says Amit 
Dogra, president of tru 
Independence, a support 
platform for advisory firms. 


Things Fall Apart 
Typically, problems occur 
when senior and junior 
advisors haven't clearly 
thought through what they 
want or documented their 
understanding in writ- 
ing. “The more time you 
put in, the more likely it 
will work out,” says Mark 
Schoenbeck, executive 
vice president of Kestra 
Financial. He estimates 
that, in cases where advi- 
sors rushed into an agree- 
ment, “Things go wrong 
more than half the time.” 
In fact, according to 
Schoenbeck, a sizable num- 
ber of advisors don't create 
a written, legal agreement 
and plan. “They do things 
with a handshake,” he says. 
In some cases, they may fail 
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~ Lynne Wright 
(center) and 
her successors, 
Amanda Bloom- 
field (left) and 
Megan Davis 


to go even that far, simply 
making assumptions about 
their junior colleagues’ 
career plans. David DeVoe, 
CEO of DeVoe & Co., a 
strategic advisor to RIAs, 
says he’s seen multiple 
cases where the senior 
partners of firms assume 
their enterprising younger 
counterparts would want 
to become owners eventu- 
ally, without actually ever 
broaching the subject. 
Then, when the partners 
reach retirement age, they 
discover those junior advi- 
sors have no desire to take 
over. “They assume every- 
one wanted to be a busi- 
ness owner just like them,” 
says DeVoe. 

Such miscommunica- 
tions can happen even 
when owners offer an advi- 
sor equity. For example, if 
they fail to explain their 
intentions clearly, the move 
may be misunderstood. 
“The junior advisor may 
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have a different idea of the 
purpose of that equity,” 
says Tammy Breitenbach, 
executive business coach 
at Carson Coaching. “So 
they aren't on the same 
page.” The recipients might 
assume the equity is simply 
a retention move or a way 
of rewarding them for 
doing a good job if things 
aren't explicitly spelled out. 
In other cases, advisors 
may have a legal agreement 
that’s too vague, thereby 
paving the way for misun- 
derstandings. DeVoe points 
to a founding partner who, 
several years ago, drew 
up a written plan with an 
offer to sell equity to his 
junior colleague. But the 
would-be successor felt 
the price wasn't favorable, 
so he declined to buy. Two 
years later, he changed his 
mind, figuring he could 
buy in at the same price. 
The owner said no, and the 
agreement fell apart. 
Sometimes, junior 
advisors just change their 
minds. That’s what hap- 
pened six years ago to 
Eric Brotman, CEO of 
BFG Financial Advisors 
in Timonium, Md., when 
his deal with his heir- 
apparent fell apart. The 
individual had started 
as an employee 10 years 
earlier, rising up the ranks 
to be a partner and equity 
owner. “He was positioned 
to become the majority 
owner,” says Brotman, 
whose firm has about $600 
million in assets. But the 
advisor decided he had 
what Brotman describes 
as “a different calling” and 
announced he was leav- 
ing to join a robo advisory 
firm, even in the face of 


steep penalties for reneg- 
ing on their agreement. “It 
was a very expensive deci- 
sion, but he did it anyway,” 
says Brotman. 


How to Respond 

If plans fall through, advi- 
sors need to analyze what 
went wrong, so they don’t 
experience the same prob- 
lem again. “It’s important 
to do a postmortem,” says 
Dogra. “This is an oppor- 
tunity to learn.” 

Should the failure hap- 
pen when an advisor is 
too close to retirement, 
the only choice may be to 
sell, even if that’s not the 
preferred route. But even 
if there’s the cushion of 
more time, it may not be 
possible to find a suitable 
replacement and groom 
that person to take over. In 
such situations, Dogra sug- 
gests advisors look further 
afield. That means consid- 
ering potential successors 
in different industries, like 
fintech or real estate, with 
transferable skill sets. “We 
counsel advisors to cast a 
wider net,” he says. “You 
don’t need someone in the 
financial industry for 10 
years or with a CFP.” 

Or like Wright, advi- 
sors can work with existing 
employees in support roles 
who want to move up. In 
her case, while both admins 
went through the Raymond 
James Advisory program, 
Wright worked closely with 
them to get them up to 
speed and working directly 
with clients. She then hired 
a coach to help hammer 
out a legal agreement. In 
December, they signed a 
deal for her successors to 
take over the practice. 


It’s important to 
approach any legal agree- 
ment with an understand- 
ing that people’s expecta- 
tions may change. That’s 
especially true for more 
qualitative matters. An 
advisor may decide to retire 
later than planned, for 
example. Or a junior advi- 
sor could turn out not to 
be the rainmaker everyone 
had anticipated. For that 
reason, Schoenbeck sug- 
gests advisors review their 
plans annually and make 
any necessary adjustments. 
If, say, an up-and-coming 
successor ends up not being 
capable of bringing ina 
lot of new business, “You 
might need to add some- 
body with that skill set,” 
says Schoenbeck. 

For his part, Brotman 
ended up with two advi- 
sors ready to take over. 
One was an industry 
veteran he’d known fora 
while, who joined the firm 
four years ago, becoming 
an equity owner a year 
later. The other, an advisor 
who was already with the 
firm, also started buying in 
at that time. 

Brotman’s experience 
motivated him to do more 
than find new successors. 
He revamped his firm’s 
management structure 
into a triumvirate with 
him as CEO and the others 
as a COO equivalent and 
head of asset management. 
He also changed the firm 
name from the original 
DBA, Brotman Financial, 
in 2019, to deemphasize 
his role. “This [shift] has 
been a godsend for the 
firm,” he says. “I’ve built 
a company that isn’t all 
about just me.” E 
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Is Low-Vol a Good Hedge? 


IT MAY ACTUALLY EXACERBATE RISK DURING MARKET CRASHES. 


BY BRAD ZIGLER 


Investors hoping their 
alternative investments 
would offer hedge protec- 
tion from September's 
market volatility were left 
to wonder if their glasses 
were half-full or half-emp- 
ty. Only one of our bench- 
mark ETFs cranked out a 
gain last month, and that 
outlier was the ProShares 
Short S&P 500 ETF (SH), 
a mirror image of the S&P 
500. On average, our alt 
ETFs gave up 3.9% of their 
value in September. While 
that was a significantly 
lighter loss than the 9.2% 


for the alt portfolios was 
just 7.9%. Effective hedges, 
among other things, tend 
to match the target mar- 
ket’s volatility. 

A hedge also has to cor- 
relate negatively to its tar- 
get. Much of last month’s 
poor alt performance can 


be explained by correlation. 


Only three of our alt port- 
folios correlated negatively 
to the broad stock market 
in September: The afore- 
mentioned ProShares bear 
fund, the Invesco DB G10 
Currency Harvest Fund 


(DBV) and the ProShares 
Inflation Expectations 
ETF (RINF). 

Alts are not for every- 
one. Investors uncomfort- 
able with alternative invest- 
ments often opt for low- 
volatility versions of their 
core exposures. And, in 
normal circumstances, low- 
vol funds do tend to score 
better Sharpe ratios and 
suffer smaller drawdowns 
than their full-exposure 
parents. There are times, 
however, when low-vol 
funds surprise unwitting 


investors with large losses. 

Low-vol funds, accord- 
ing to Akhil Lodha, found- 
er and CEO of StratiFi, a 
provider of risk manage- 
ment technology to invest- 
ment advisors, can exhibit 
high tail-event risk. 

“Tail events are those 
that fall outside of the 
normal distribution of 
returns,” says Lodha. “They 
can happen suddenly and 
with little warning and they 
often have a large impact 
on portfolios. During such 
events, correlation tends 
to go to 1. This can lead to 
unexpected losses.” 

Lodha cites the perfor- 
mance of the Invesco S&P 
500 Low Volatility ETF 
(SPLYV) as a prime example. 

SPLV has exhibited 
an annualized volatility 
around 11% since its 2011 
inception, while the SPY 
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Figure 2: Large-Cap Low-Volatility ETF Performance (September 2020 - 


September 2022) 


Annualized Annualized Maximum Sharpe Sortino Excess 

Return (%) Volatility (%) Drawdown (%) Ratio Ratio Skewness Kurtosis 
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portfolio’s annualized 
volatility historically runs 
about 14%. With figures 
like that, investors likely 
would be led to think the 
SPLV would be less risky 
than SPY. SPLV, however, 
acted out of character dur- 
ing the COVID-19 sell-off 
in early 2020, tumbling 
35.8% against a 33.7% con- 
temporaneous loss in the 
S&P 500. 

“Some other funds, 
like the iShares MSCI 
USA Minimum Volatility 
Factor ETF (USMV), per- 
formed similarly,’ Lodha 
asserts, “so investors who 
are picking these funds 
based on volatility and hop- 
ing to reduce losses relative 
to the S&P 500 during such 
events may end up being 
surprised.” 

Over the past two 
years, large-cap low-vol 
ETFs have fared fairly well 
compared with SPY. The 
largest of these portfolios 
are highlighted in Figure 
2. The low-vol portfolios, 
for the most part, delivered 
better returns with less 
volatility than the bench- 
mark SPY fund. 

Despite appreciably 
diminished volatility (read: 
standard deviation of 
returns), these funds can 
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still present investors with 
other risks. 

Many assume that 
returns are normally 
distributed under a bell- 
shaped curve. In reality, 
returns most often exhibit 
skewness to one degree or 
another. Skewness refers 
to asymmetry in an invest- 
ment’s return. Positive 
skewness indicates that the 
tail of a distribution curve 
is longer on the right side. 
This means the outliers 
of the distribution curve 
are farther out toward 
the right and closer to the 
mean on the left. Positive 
skewness tells an investor 
to expect frequent small 
losses and a few large gains 
while a negative skew 
bespeaks a complementary 
probability. Note that the 
skewness exhibited by the 
ETFs in Figure 2 is univer- 
sally modest, though the 
low-vol portfolios tilt posi- 
tive while the benchmark 
SPY fund is negative. 

Then there’s kurtosis, 
or more definitively, excess 
kurtosis, which describes 
the “fatness” of tails in the 
distribution curves. A fat 
tail means there are lots of 
outlier returns. Excess kur- 
tosis values of 1 and above 
or -1 and below represent 


significant departures 
from normal. Negative 
values indicate tails thin- 
ner than those found in 
normal distributions, while 
positive readings point 

to fatter tails. Note the 
shallowness of the left tail 
for USMV and the hefti- 
ness of the Invesco S&P 
500 High Dividend Low 
Volatility ETF’s (SPHD) 
right tail implied by their 
kurtosis stats, both impor- 
tant signals for risk-wary 
investors. 

StratiFi’s Lodha 
believes metrics like 
skewness and kurtosis go 
further to explain an inves- 
tor’s risk exposure than 
volatility alone. “Volatility 
averages the downside 
and upside moves, ignor- 
ing skewness and does 
not appropriately weight 
kurtosis, giving investors 
an incomplete sense of the 
level of risk,” he says. 

Lodha concedes that 
many low-vol funds are not 
designed to address tail- 
event risk. “That may be 
fine, as long as investors are 
aware of this risk and what 
it means for them,” he says. 

So, what should inves- 
tors and their advisors defer 
to when considering port- 
folio allocations? Tail risk 
or volatility? 

It depends. 

“I think the most essen- 
tial and revelatory risk 
measure an advisor should 
heed is the one that is most 
appropriate for the objec- 
tive,” says Lodha. “If an 
advisor's goal is to protect a 
portfolio from losses dur- 
ing a market crash, then a 
measure like tail-event risk 
would be more relevant 
than volatility.” E 


er "EF 


#1 Response When Asked to Describe Janney’s Culture* 


At Janney, we pride ourselves on the culture we’ve built for our Financial Advisors 
that emphasizes flexibility and support that only a boutique firm can provide. 


We work to ensure our Financial Advisors are able to run their practice in the way that’s 
best for them and their clients. Janney Financial Advisors agree. When asked to describe 
Janney’s culture, the #1 response was Advisor-Focused. 


Learn Why Other Financial Advisors Have Joined Janney 
at www. MoveToJanney.com. 


aÍ 


JANNEY MONTGOMERY SCOTT LLC 
1717 Arch Street, Philadelphia, PA 19103 + 215.665.6000 + www.MoveToJanney.com 


*2021 AON advisor experience survey. 
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Nationwide” 


is on your side 


We're grateful 
for the recognition 


At Nationwide®, we’re focused on helping you and 

your clients reach their investment goals. We provide 
essential insights and solutions, including our Nationwide 
Risk-Managed Income ETFs, for which we won a 2022 
WealthManagement.com Wealthie award. 


Awarded in the category of 
Asset Managers — Alternatives 


Call us today at 1-877-877-5083 or visit nationwidefunds.com. 


t a deposit e Not FDIC or NCUSIF insured * Not guaranteed by the institution 
e Not insured by any federal government agency * May lose value 


1 “WealthManagement.com Announces 2022 Industry Awards Winners,” globenewswire.com/news-release/2022/09/09/2513361/0/en/ 
WealthManagement-com-Announces-2022-Industry-Awards-Winners.html (Sept. 9, 2022). 


This material is not a recommendation to buy or sell a financial product or to adopt an investment strategy. Investors should discuss their 
specific situation with their financial professional. 


Call 1-800-617-0004 to request a summary prospectus and/or a prospectus, or download prospectuses at etf.nationwidefinancial.com. 
These prospectuses outline investment objectives, risks, fees, charges and expenses, and other information that you should read and 
consider carefully before investing. 


Investing involves risk, including the possible loss of principal. Shares of any ETF are bought and sold at market price (not NAV), may trade 
at a discount or premium to NAV and are not individually redeemed from the Fund. Brokerage commissions will reduce returns. The Fund’s 
return may not match or achieve a high degree of correlation with the return of the underlying index. Diversification does not assure a profit 
nor protect against loss in a declining market. Diversification does not assure a profit nor protect against loss in a declining market. 


Nationwide Fund Advisors (NFA) is the registered investment adviser to Nationwide ETFs, which are distributed by Quasar Distributors LLC. 
NFA is not affiliated with any distributor or subadviser contracted by NFA for the Nationwide ETFs. Representatives of the Nationwide ETF 
Sales Desk are registered with Nationwide Investment Services Corporation, member FINRA, Columbus, Ohio. 


Nationwide, the Nationwide N and Eagle and Nationwide is on your side are service marks of Nationwide Mutual Insurance Company. 
© 2022 Nationwide 
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INVESTMENT 


In the current context 
of negative public market 
performance and elevated 
volatility, many inves- 
tors might be tempted to 
take a tactical pause in 
their allocation to private 
equity. While timing 
certainly impact PE fund 
performance, it is a fool’s 
errand for even skilled 
investors to attempt to 
actively time investments 
in the asset class. 


Investment 
Mechanics Make 
Market Timing 
Impractical 

A vintage year—the year 
in which a PE fund first 
draws capital—effec- 
tively signals the start of a 
10-plus-year process. Fund 
lifecycles are split into an 
investment period that 


typically lasts up to three to 
five years and a subsequent 
harvesting period that can 
last as long as four to seven, 
or even longer with exten- 
sions (See Exhibit 1). 


Always Be Committing 
(The ABCs of Private 
Equity Investing) 


INVESTMENT MECHANICS MAKE ATTEMPTS TO TIME THE MARKET UNLIKELY TO 
SUCCEED. BY KIMLING FINK 


At least a small share of 
capital committed today 
to a primary PE fund may 
not be invested until 2027. 
So, an investor may be 
confident that they have a 


good read of today’s entry 
environment, but given the 
lag between committing 
capital and its deployment, 
only some of an investor’s 
capital will be invested in 
something resembling the 
current environment. 
Trying to cherry-pick 
vintage years would require 
exceptional market fore- 
sight and macro timing. 
However, it should be noted 
that the latitude granted to 
managers to time invest- 
ment decisions—both in 
terms of entries and exits— 
has, nonetheless, been a 
meaningful contributor to 
returns, and may help miti- 
gate against adverse perfor- 
mance in more challenging 
environments. 


Buy When There’s 
Blood in the Streets 
The performance of PE 
funds over more than two 
decades reinforces the idea 
that pausing allocations 

in adverse public markets 
and/or during economic 
downturns would be a bad 
idea (See Exhibit 2). As 


Exhibit 1: Illustrative timing of capital calls and distributions from a 
primary private equity fund 


As a percentage of committed capital by year of fund operation 
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Source: iCapital based on a hypothethical private equity fund returning 1.8x invested capital over an 11-year fund life cycle 
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Exhibit 2: U.S. PE buyout fund vintage returns have strengthened in 


recessionary periods 


Internal Rate of Return (IRR) by vintage year vs. S&P 500 calendar year performance (%) 
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Source: Bloomberg, Pitchbook, as of August 9, 2022. For illustrative purposes only. Past performance is not indicative of future results. Future 


Exhibit 3: Difficult to argue that investing in 
only bull or bear markets is advantageous 


Pooled TVPI multiples and IRR for U.S. buyout funds in bull 
and bear market scenarios, 2000 to 2018 vintages 


2000-2018 
Pooled TVPI 1.83x 
Pooled IRR 14.41% 


Source: Pitchbook, as of July 28, 2022. TVPI = 


afl] 


Bull Markets | Bear Markets 
| 13.54% 17.14% 


otal Value to Paid in multiple. IRR = Internal 


Rate of Return. Bull market periods includes every calendar year in which the S&P 500 rose 
during the 2000 to 2018 period (2003-2007, 2009-2014, 2016-2017), bear market years 
include calendar years in which it fell (2000-2002, 2008, 2015, 2018). Results are an aggre- 


gate of these vintages. 
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Baron Nathan Rothschild 
once famously said, “Buy 
when there’s blood in the 
streets, even if the blood is 
your own.” 

Having just argued that 
you cannot time the PE 
market, it may seem odd to 
connect historical market 
cycles to performance. 
History is not circular, and 
there is no guarantee that 
buyout fund returns will 
again improve during a 
market downturn—though 


there are many reasons to 
expect these funds to find 
value in a more favorable 
acquisition environment 
and benefit from a medium- 
term economic recovery. 
The more important point 
is that there is no compel- 
ling argument to be found 
in the data to not invest in 
PE funds because of an eco- 
nomic downturn. 

Exhibit 3 illustrates and 
compares the hypothetical 
investment outcomes of 
committing capital to U.S. 
buyout funds only dur- 
ing bull markets or bear 
markets. Putting aside the 
impracticality of such an 
approach, the data show 
that the pooled IRR was 
higher for bear market 
vintages, while the TVPI 
was slightly higher for bull 
market ones. 

The discrepancy 
between IRR and TVPI 
principally reflects a com- 
plicated mix of entry and 
exit timing and invest- 
ment holding periods that 
form part of the private 


equity valuation process. 
Fundamentally, the only 
sensible conclusion to draw 
is that the difference in per- 
formance is insignificant. 


Consistent 
Commitment to 
a Diversified PE 
Portfolio 
Investors can help miti- 
gate the impact of vintage 
performance volatility by 
allocating across multiple 
vintages and selecting high- 
quality investment manag- 
ers. Manager selection is far 
more important than vin- 
tage selection in PE and has 
the added virtue of being a 
feasible exercise. 
Furthermore, a steady 
allocation pace across vin- 
tages adds critical diversifi- 
cation, helping to mitigate 
risk in a similar fashion 
to dollar-cost averaging, 
and allows an investor 
to build out a systematic 
PE program that eventu- 
ally becomes self-funding. 
Skipping a vintage can 
make maintaining alloca- 
tion targets difficult by 
disrupting this cycle of dis- 
tribution and reinvestment. 
Given the nature of PE 
fund investing, a vintage 
selection approach that 
attempts to predict both 
market conditions and 
the performance of spe- 
cific strategies far into the 
future has a slim chance 
of consistent success. This 
underscores the basic need 
to construct PE allocations 
that are diversified across 
as many dimensions as your 
resources can sustain. W 


Kimling Fink is senior vice 
president, research and due 
diligence at iCapital. 


thrivent: 


Advisor Network 


Helping advisors build 
purposeful businesses. 


So Leading businesses Integrate purpose into your 
o business practices, client 
for good engagements, systems 
and goals. 

Q Advising clients on Help people maximize their 
OoOO a: : : social, environmental and 
(NX) living meaningful lives community impact. 

o ; l 
Leverage the influence and 
<O Impacting your sda, ae 
A.A ‘ : giving power of your business 
SAZ community and society to impact change. 


Investment advisory services offered through Thrivent Advisor Network, LLC., a registered investment adviser and a subsidiary of Thrivent. Clients will 
separately engage an unaffiliated broker-dealer or custodian to safeguard their investment advisory assets. Review the Thrivent Advisor Network Financial 
Planning and Consulting Services, Investment Management Services (Non-Wrap) and Wrap-Fee Program brochures (Form ADV Part 2A and 2A Appendix 
1 brochures) for a full description of services, fees and expenses, available at Thriventadvisornetwork.com. Thrivent Advisor Network, LLC financial 
advisors may also be registered representatives of a broker-dealer to offer securities products. Advisory Persons of Thrivent provide advisory services 
under a “doing business as” name or may have their own legal business entities. However, advisory services are engaged exclusively through Thrivent 
Advisor Network, LLC, a registered investment adviser. 
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In a move to accelerate 
the fight against climate 
change, President Joe 
Biden signed the Inflation 
Reduction Act (IRA) into 
law on Aug. 16, marking 
the federal government’s 
largest commitment to 
climate action yet—a mas- 
sive $369 billion invest- 
ment in clean energy 
initiatives. 

However, as important 
as these carbon reduc- 
tion efforts are, they 
do not protect us from 
our current reality of 
repeated and worsening 
natural disasters. This 
summer alone, we have 
seen catastrophic flood- 
ing, brutal heatwaves and 
droughts disrupt the U.S. 
According to the National 
Oceanic and Atmospheric 
Administration, nine 
weather or climate disas- 
ter events occurred in 
the first six months of 
2022, each event total- 
ing over one billion dol- 
lars in financial losses 
and leaving a significant 
economic toll behind for 


affected communities. 
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The Other Side of the 
Climate Equation: 
Natural Disaster 
Recovery 


COMPANIES FOCUSED ON REDUCING RISK AND RESTORING COMMUNITIES 
AFTER DISASTER STRIKES STAND TO GROW. BY ANDREW CHANIN 


These statistics, compared 
to the same data from 
previous years, indicate 
that natural disasters are 
increasing in frequency 
and cost, in part due to 
climate change. Further, 
the White House issued a 
statement this spring esti- 
mating natural disasters 
made worse by climate 
change could cost the U.S. 
federal budget about $2 
trillion each year by the 
end of the century. 

Unfortunately, the IRA 
fails to address this side of 
the climate equation. If we 
do not have the solutions 
in place to minimize the 
impact of natural disasters 
or mitigate their risk, the 
IRA's efforts are likely to 
be in vain. 


Investing in Natural 
Disaster Recovery 
As climate change contin- 
ues to wreak havoc across 
the globe it is crucial for 
both the public and private 
sectors to invest in natural 


disaster prevention and 
recovery. A variety of inno- 
vative companies across 
industries are at the fore- 
front of the natural disas- 
ter life cycle, focused on 
reducing risk and restoring 
communities after disaster 
strikes. 

Firms like Jacobs 
Engineering Group, 
AECOM and Skanska 
are equipped to work 
with federal agencies and 
municipalities to evaluate 
certain cities and regions 
that are at a higher risk for 


destruction should a natu- 
ral disaster occur. In turn, 
these companies can build 
the infrastructure neces- 
sary to deal with potential 
detrimental risks to popu- 
lations, infrastructure and 
assets in those regions. 

Another strong example 
is Generac—a manufac- 
turer of backup generators 
that steps in to help home- 
owners maintain power 
when the grid goes down. 
We were reminded of their 
pivotal services during the 
historic freeze in Texas last 
year, as thousands of resi- 
dents relied on its backup 
generators to maintain heat 
and electricity during the 
emergency. 

In addition, companies 
like OshKosh Corporation 
offer a unique opportunity 
for investors to support 
both sides of the climate 
change equation—carbon 
reduction initiatives likely 
to benefit the IRA, as well as 
disaster recovery. OshKosh 
Corporation is working to 
get electric fire trucks and 
emergency vehicles into fire 
stations across the U.S. to 
help combat raging wild- 
fires and other disasters. 

Moving forward, 
regions vulnerable to the 
perils of climate change 
will increasingly rely on 
these types of companies 
to take charge. If munici- 
palities and federal agencies 
employ them and investors 
fund them, these providers 
become well-positioned to 
grow and build out more 
inventory of critical goods 
and services that wouldn't 
exist otherwise. E 
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Andrew Chanin is co-founder 
and CEO of ProcureAM. 
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REIMAGINE YOUR FUTURE 
AT OPPENHEIMER 


Talk To Us About Your Next Career Move 
Oppenheimer is not just another wealth management 
firm. The professionals who join us are a part of a 
distinct culture that promotes success — for both 
advisors and their clients. Our unique platform is 
designed to serve a wide variety of philosophies and 
business models, including yours. 


Visit joinopco.com to learn more about the 


Oppenheimer difference and to hear directly from the 
team that wants to help you succeed. 


LET’S TALK FUTURE™ 


Oppenheimer & Co. Inc. Transacts Business on All Principal Exchanges and Member SIPC. 5037740. 1 
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Investors should carefully consider the investment objectives, risks, charges and expenses of the Humankind US Stock ETF. This and other important 
information about the Humankind US Stock ETF is contained in the prospectus, which can be obtained by calling 888-557-6692. The prospectus should be read 
carefully before investing. The Humankind US Stock ETF is distributed by Northern Lights Distributors, LLC member FINRA/SIPC. Humankind Investments LLC 
and Northern Lights Distributors, LLC are not affiliated. 

Important Risk Information: The Fund is a recently organized, diversified management investment company with limited operating history. 

There is no assurance that the Fund will achieve its investment objective, and you can lose money investing in this Fund. The Fund's principal risks include Socially 
Responsible Investment (“SRI”) investment risk, which is the chance that stocks screened by the Index Sponsor for SRI criteria generally will underperform the stock market as 
a whole or that the particular stocks selected for the Index will, in the aggregate, trail returns of other mutual funds or ETFs screened for SRI criteria. In tracking the Index, 
the Fund may, from time to time, invest more heavily in companies in a particular economic sector or sectors, which would subject the Fund to proportionately higher 
exposure to the risks of that sector. The profitability of companies in the healthcare sector, as traditionally defined, including healthcare equipment and services companies, 
may be affected by government regulations and government healthcare programs, increases or decreases in the cost of medical products and services, an increased 
emphasis on outpatient services, demand for medical products and services and product liability claims, among other factors. Investors in small- and medium-sized 
companies typically take on greater risk and price volatility than they would by investing in larger, more established companies. The value of your investment in the Fund is 
based on the values of the Fund’s investments, which may change due to economic and other events that affect markets generally, as well as those that affect particular 
regions, countries, industries, companies or governments. Although the Fund's shares are approved for listing on the NYSE Arca (the “Exchange’”), there can be no assurance 
that an active trading market will develop and be maintained for Fund shares. Although Fund shares are listed for trading on the Exchange, there can be no assurance that 
an active trading market for such shares will develop or be maintained. The Fund is not actively managed and therefore would not sell an equity security due to current or 
projected underperformance of a security, industry or sector, unless that security is removed from the Index. 

Award Methodology and Other Information: Wealthmanagement.com reported that nearly 1000 entries were received from more than 350 companies for the 2022 
WealthManagement.com industry awards. 105 awards were presented to 84 companies and personnel from a pool of 225 finalists. A panel of judges comprised of industry 
personnel and led by WealthManagement.com Editor-in-Chief determined award winners. The criteria used to judge the Wealth Management Industry award for the award 
category “Asset Manager for ETFs” are as follows: (i) a new initiative or program, or an enhancement to an existing platform, that improves advisors’ understanding, usage 
and portfolio management of ETFs; (ii) initiatives can include areas such as research tools, practice management programs, wholesaler support, service improvements, 
technology enhancements, etc.; and (iii) criteria include quantitative measures—such as specific feature set, usage, adoption, scope, scale, advisor survey scores, etc.—along 
with qualitative measures such as innovation, creativity, new methods of deployment, etc. The award ceremony was held on September 8, 2022. Award results are limited to 
participating firms. No award should be construed by investors, clients or prospects as a guarantee that they will experience a certain level of results if they invest in the 
Humankind US Stock ETF or if Humankind Investments LLC is engaged or continues to be engaged to provide investment advisory services, nor should it be construed as a 
current or past endorsement of the Humankind US Stock ETF by investors, or of Humankind Investments LLC by any of its clients. This is not a testimonial nor is this a 
statement of an investor experience of the Humankind US Stock ETF or client experience of Humankind Investments LLC's advisory services. 6908-NLD-10072022 


What Student Loan 
Forgiveness Means for 
Your Clients 


WE ANSWER SOME COMMON QUESTIONS ABOUT THE RECENT FEDERAL ACTIONS. 


The Biden administra- 
tion triggered a media blitz 
recently when it announced 
that it was forgiving bil- 
lions of dollars in student 
and parent federal loans. 

At the same time, 
the administration also 
extended the federal col- 
lege loan pause, which has 
permitted borrowers to 
temporarily stop making 
payments on their federal 
loans without any financial 


consequences. The pause 
began in March 2020, at 
the beginning of the pan- 
demic, and is expected to 
end on Dec. 31, 2022. 

Here are some com- 
mon and not-so-common 
questions asked about the 
federal actions: 


What loans are eligi- 
ble for forgiveness? 
Any federal college loans 
that were issued no later 


than June 30, 2022, are eli- 
gible for forgiveness. (July 
1 always represents the 
first day of the new federal 
financial aid year.) 

These are the four main 
types of eligible federal stu- 
dent loans: 


e Subsidized and unsubsi- 
dized direct loans; 

e Parent PLUS loans; 

e Grad PLUS loans; and 

e Consolidation loans. 


all ™ > 


Another category of 
loan, the Federal Family 
Education Loan (FFEL), 
will also be eligible, but it 
will be more of a hassle to 
have debt discharged. The 
FFEL, which hasn't been 
issued since 2010, facilitat- 
ed private lenders issuing 
college loans backed by the 
federal government. 

Some FFELs are held 
by federal loan servicers, 
and others are held com- 
mercially. If the loans are 
held by federal servicers, 
the borrower can combine 
these loans into a federal 
direct consolidation loan, 
which would qualify 
them for loan forgiveness. 
Federal officials are sug- 


is a nationally recognized higher-ed 
speaker, journalist and author of The 
College Solution. She 
writes about college 

for CBS MoneyWatch 
and her own blog, 
TheCollegeSolution.com. 


WealthManagement.com - October/November 2022 - 41 


WEALTH PLANNING / What Student Loan Forgiveness Means for Your Clients 


Opponents say 
the plan does 
nothing to stop 
the underlying 
reason why 
colleges are 
expensive 

and that the 


president 
doesn’t have the 
power to forgive 
student loan 
debt in such a 
broad fashion. 


MORE WEALTH PLANNING: 


http://wealthmanagement 
.com/wealth-planning 


gesting that the same thing 
could ultimately happen 
with commercially held 
FFELs, but it isn’t a sure 
thing yet. 


How much can be 
forgiven? 

Borrowers who received 
Pell Grants while in col- 
lege can have $20,000 of 
their loan balance wiped 
out. The Pell Grant is 
designed for low- and 
middle-income students, 
and most recipients today 
have household income 
below $60,000. 

To be eligible for loan 
forgiveness, the borrower 
only has to have received 
the Pell Grant once. 

Borrowers who did not 
receive a Pell Grant while 
in college can be eligible 
for $10,000 in federal loan 
forgiveness. 


What are the 
income caps for 
loan forgiveness? 
The loan forgiveness 

is limited to individu- 

als having an adjusted 
gross income of less than 
$125,000 per year or an 
adjusted gross income of 
less than $250,000 for mar- 
ried couples filing together. 
Borrowers can choose 
either the 2020 or 2021 tax 
year to be considered. 


Are private loans or 
federal loans that 
were refinanced 
into private loans 
eligible? 

No, private loans don’t 
qualify for a refund. 
Private loans can be tanta- 
lizing for borrowers, with 
very good credit scores, 
who want to refinance 
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for a lower interest rate. 
Borrowers, however, give 
up federal perks when they 
make this move. Those 
benefits include income- 
based repayment plans and 
the federal Public Service 


Loan Forgiveness program. 


Can you get a 
refund if you made 
payments during 
the federal pause? 
I imagine the loan forgive- 
ness announcement trig- 
gered regret among bor- 
rowers who have been vol- 
untarily making payments 
during the loan pause with 
the aim of getting their col- 
lege debt paid off faster. It’s 
depressing to think that all 
those payments might have 
been forgiven. 

There is, however, good 
news for these borrowers. 
These individuals can ask 
their loan servicer fora 
refund of their federal loan 
repayments during the 
payment pause. Wording in 
the CARES Act, which is 
the legislation that started 
the federal loan repay- 
ment pause 2 12 years ago, 
is what makes getting a 
refund possible. 


Are people who 
were delinquent or 
who defaulted on 
their federal loans 
when the loan 
pause happened 
eligible for loan for- 
giveness? 

Yes, they are eligible. 
Equally encouraging news 
for these struggling bor- 
rowers is that they will no 
longer be in the delinquent 
or default status. A federal 
program called Fresh Start 
will fully take effect after 


the federal loan pause has 
ended, which is supposed 
to happen on Dec. 31. 

It’s hazy regarding what 
exactly delinquent bor- 
rowers need to do to take 
advantage of Fresh Start. 
The government website 
simply says that borrowers 
will be contacted. 

Defaulted loans that 
won't be eligible for the 
rehabilitation are loans that 
go into default anytime 
after the loan payment 
pause ends. 


Will borrowers owe 
taxes on their for- 
given federal debt? 
No, federal taxes will be 
owed. That’s because the 
American Rescue Plan, 
which Congress passed in 
2021, stated that student 
loan forgiveness wouldn't 
be subject to federal taxes 
through 2025. 

A few states, however, 
might tax the discharged 
debt. 


How can borrowers 
learn the latest on 
this initiative? 
Borrowers can get updates 
by signing up for emails 
with the U.S. Department 
of Education. 


Is this loan forgive- 
ness program a 
sure thing? 
No, it is expected that crit- 
ics of the move will try to 
stop it via the courts. 
Opponents say the plan 
does nothing to stop the 
underlying reason why 
colleges are expensive and 
that the president doesn’t 
have the power to forgive 
student loan debt in such a 
broad fashion. E 
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Software As 
A Partnership® 


Multiple off-the-shelf compliance solutions aren't sufficient for 
peace of mind; you need an all-in-one compliance tech partner who 
guides you through fully managing and simplifying compliance for 
your entire team. 


Smartria is that partner, and Software as a Partnership® is how 
we describe our customer relationships. Working with Smartria is 
more than just an email address or phone number; it's an ongoing 


relationship that keeps your company compliant, increasing 
efficiency and moving forward. 


www.smartria.com 
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Most clients have a 
decent chunk of their net 
worth tied up in their 
home(s). But whether it’s 
for wants or for needs, 
the clients may not know 
how to generate income 
or cash from these prop- 
erties, without selling the 
place(s) sooner than they 
would prefer. 

Here are some ways 
homeowners can use value 
accumulated in residential 
real estate to help cover 
regular or extraordinary 


expenses. 


Client's House 


FROM HELOCS TO REVERSE MORTGAGES. BY KEVIN MCKINLEY 


Home Equity Line 
of Credit 

The time to establish a 
home equity line of credit 
(HELOC) is before it’s 
needed (especially if the 
client is approaching 
retirement). The HELOC 
allows the clients to bor- 
row against the equity they 
have in the home, up to a 
preestablished limit. The 
cost to establish a HELOC 
can range from nothing, 

up to a couple thousand 
dollars, and may require an 
appraisal and review of the 


client’s credit report (but 
not always). 

The interest rate can 
fluctuate and is usu- 
ally tied to a specific index. 
However, there is generally 
a cap in place on both the 
degree that the rate can rise 
over a certain period (often 
a year) and an overall limit 
on the maximum interest 
rate. The borrowers owe 
interest only if they actu- 
ally tap the HELOC, and 
then only on the amount 
they borrow. Initially, the 
monthly minimum pay- 


WEALTH PLANNING 


ments are just the interest 
on the borrowed amount, 
but eventually the lender 
may request that the bor- 
rowers convert the HELOC 
to a home equity loan. 


Home Equity Loan 
This minimortgage is best 
for clients who have a spe- 
cific project/expenditure in 
mind, such as a larger home 
remodeling project, but 
who aren't willing or able 
to pay for the project from 
liquid savings. 

Like a HELOC, a home 
equity loan may require an 
appraisal and credit check, 
and the origination fees are 
similar. Unlike a HELOC, 


Kevin McKinley 


is principal/owner of McKinley Money 
LLC, an independent 
registered investment 
advisor. He is also 
the author of Make 
Your Kid a Millionaire 
(Simon & Schuster). 
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A home equity 
loan is best 

for clients 

who have a 
specific project/ 
expenditure in 
mind, such as 

a larger home 


remodeling 
project, but who 
aren't willing or 
able to pay for 
the project from 
liquid savings. 
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approved borrowers using 
a home equity loan will 

get their requested amount 
right away—and be obli- 
gated to make monthly 
payments of both principal 
and interest over the life of 
the loan (usually five to 20 
years). As such, clients may 
want to take out the longest 
home equity loan they can 
stand, since even if there 

is a higher interest rate 
associated with that term, 
the monthly payment is 
likely to be lower (and more 
affordable). 


Rent It Out 

If the clients have at least 
one unneeded and unoccu- 
pied property, they can rent 
it out for a year at a time to 
qualified tenants. 

Note that the screening, 
showing, management and 
maintenance of a rental 
property might be more 
work than most retired cli- 
ents are willing and able to 
perform. That said, a prop- 
erty management company 
can take care of most or all 
of the owner’s responsibili- 
ties, for a fee that tends to 
run between 10% and 15% 
of the total monthly rent. 

Clients who live in 
nonrural areas may want 
to check with local health 
care organizations, large 
employers and universi- 
ties, all of whom often 
have permanent or tempo- 
rary employees or students 
who are looking for a 
home to live in and either 
can't afford or don’t want 
to buy one. 


Vacation Rental 
Those clients who have a 
place on or near the water 
or in a prime recreational 


region have an opportunity 
to generate a significant 
amount of income, albeit 
with a lot more work 
involved. 

Sites like Airbnb and 
Vrbo can give clients an 
idea of the going rate for 
daily, weekly or monthly 
rentals of similar proper- 
ties in the relative area and 
also provide a platform of 
tools necessary to manage 
the reservations and pay- 
ment processes. Even if the 
client’s property isn’t ina 
prime vacation area, there 
is still a chance for money 
to be made renting it out 
for the holidays, sporting 
events, or other big gather- 
ings and festivals. 

But a couple of words of 
warning: First, short-term 
stays mean more money per 
night but also a lot more 
work, as every time a cus- 
tomer checks out, the place 
needs to be cleaned, and 
the laundry has to be done 
before the next customer 
checks in. And, as with any 
type of home rental, the cli- 
ents should check the local 
zoning laws to ensure the 
activity is permitted, and to 
determine if they need to 
adjust their homeowners’ 
or personal liability insur- 
ance coverage. 


Reverse Mortgage 
Clients who are over age 
62 can consider getting 

a reverse mortgage for a 
portion of the equity estab- 
lished in their home. 

A reverse mortgage 
doesn't have the stringent 
application standards 
required by a normal 
mortgage. And there are 
no monthly repayments 
required (although the 


homeowner can choose 
to pay off the borrowed 
amount). Instead, interest 
is added to the borrowed 
amount. 

Once the borrower dies 
or leaves the home for at 
least 12 months, the home 
is sold and the proceeds are 
used to pay off the balance 
of the reverse mortgage. 

If the amount of the 
sales proceeds exceeds the 
balance of the reverse mort- 
gage, the owners (or their 
heirs) receive the remaining 
amount. But if the sales 
proceeds don’t exceed the 
reverse mortgage balance, 
the owners and heirs get 
nothing but owe nothing. 


Sell It 

Clients can ultimately 
always sell their house 
and use the proceeds to 
cover financial obliga- 
tions or goals. 

First, they may choose 
to move out of a stand-alone 
home and use the proceeds 
to buy a less-labor-intensive 
condo (without having to 
go through getting approval 
for a mortgage). Or they 
could pay for several years/ 
decades of the rental cost 
of an apartment. Assuming 
there isn’t another partner 
who needs to remain in the 
home, it can also be sold to 
pay for assisted living and 
nursing home expenses. 

Finally, the home sale 
proceeds can be used to 
provide a bequest to fam- 
ily heirs or charity. And 
knowing that those par- 
ties will be provided for 
after the clients’ death 
may encourage clients to 
get more enjoyment from 
spending their liquid sav- 
ings during life. W 
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Inflation Exposes Most 
Retirement Planning Models 
as Financial Russian Roulette 


THERE'S A REASON MONTE CARLO IS SYNONYMOUS WITH GAMBLING. B 


Any professional 
financial advisor worthy of 
the title creates retirement 
income plans for their 
clients. They explain their 
methodology using terms 
like “Monte Carlo” and 
“Systematic Withdrawal 
Plans.” One term they don’t 
use, but maybe should, is 
“Russian Roulette,” because 
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that’s what they are recom- 
mending. 

Whenever the word 
“plan” is used to describe 
an income strategy, it 
means there is an inher- 
ent chance of failure. In 
this context, failure means 
running out of money. 
And with the typically 
recommended retirement 


income plan, there is up 
to a 20% chance of that 
happening, according to 
the Journal of Financial 
Planning. Compare that to 
Russian Roulette, with a 
16% failure rate based on 
six chambers. 

The risk of failure gets 
introduced into an income 
plan as soon as withdraw- 


ages 


G. Biehle/iStock/Getty Ima 
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als start coming out of 
principal. Retirement port- 
folios weighted in high- 
dividend stocks and other 
interest-bearing holdings 
might help investors dodge 
that bullet. 

This is serious business 
because studies show that 
most people who are not 
retired are more afraid 
of running out of money 
than dying, according to an 
Allianz Life survey. 


Industry-Accepted 
Risks 

Traditional retirement 
plans have investors achiev- 
ing income by withdrawing 
money from their portfolios 
or selling shares. 

Most advisors use 
retirement withdrawal 
strategies built using the 
Monte Carlo Simulation, 
which analyzes the market 
performance of various 
30-year periods and then 
determines the likelihood 
of exhausting retirement 
funds based on withdraw- 
ing a certain percentage of 
that portfolio each year. 

When advisors execute 
a plan created with the 
Monte Carlo Simulation, 
investor portfolios may 
see a 10% to 20% chance 
of running out of money. 
That’s considered an 
acceptable risk across 
the wealth management 
industry. 


An Inflation 
Multiplier 

Along with Monte Carlo 
simulations, many advisors 
also use the 4% Rule, where 
retirees withdraw 4% of 
their portfolios’ value in the 
first year and then increase 
the withdrawals annually 


to adjust for inflation. 

It should be no surprise 
that inflation threat- 
ens the success of every 
investment philosophy. 
But inflation creates a 
multiplier risk to tradi- 
tional investment methods 
because withdrawals will 
have to increase in tandem 
with higher cost-of-living 
expenses. If a retiree is 
using a withdrawal method 
with small increases over 
the years, I calculate that it 
doesn’t take long until the 
chance of running out of 
money increases to 30%. 
That’s a difficult level of 
risk for many investors to 
tolerate, especially during 
inflationary times. 


Dividend-Paying 
Stocks and Fixed 
Income 

There are approaches that, 
although by no means risk- 
free, look to help preserve 
and grow principal over 
time, while providing 
enough income to help 
fund retirement expenses. 
Instead of relying on 
withdrawal plans based 
on historical simulations, 
retirees may want to focus 
on generating recurring 
income through a diverse 
portfolio of fixed income 
and fixed income-like 
equity positions. 

Bonds and income-pro- 
ducing stocks allow retirees 
to earn interest and divi- 
dends without withdrawing 
principal, which is really 
the only way for them to 
know that their retirement 
savings will last a lifetime. 

Since most healthy 
companies raise their 
dividends, even during 
inflationary times, high 


dividend-paying stocks 
can function as a built-in 
inflation hedge in a port- 
folio. Bonds are also worth 
a closer look, as the Fed 
continues to raise interest 
rates to temper inflation. 
In this environment, bonds 
will produce a higher yield 
than traditional equities, 
and retirees who reinvest 
their bond yield, instead of 
spending it, can create an 
organic inflation hedge. 


A Sound Method 
for Retirement 
Income 
No investment philosophy 
is foolproof or inflation- 
proof, but an approach that 
helps preserve principal 
during retirement has less 
risk than one that calls 
for withdrawing princi- 
pal—especially if inflation 
threatens to curb spending 
power. If retirees can avoid 
dipping into principal until 
their late 70s or 80s, they 
will have a lower risk of 
depleting funds, while still 
being able to leave a legacy. 
An income approach 
using any kind of with- 
drawal method with an 
inflation-adjusted 4% sys- 
tematic withdrawal could 
have a retiree spending 
principal starting in their 
60s. By the time they are in 
their late 70s or 80s, they 
may have already spent 
down a sizable amount 
of their principal. When 
costs rise from inflation, 
the remaining principal 
is going to disappear even 
faster. And that’s like play- 
ing retirement Russian 
Roulette. W 


David Scranton is founder and 
CEO of Sound Income Group. 


When advisors 
execute a plan 
created with 

the Monte Carlo 
Simulation, 
investor portfolios 
may see a 10% 

to 20% chance 

of running out 


of money. That’s 
considered an 
acceptable risk 
across the wealth 
management 
industry. 
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Optimizing Social 


Security for Clients 


YOU'RE GOING TO NEED A LONGER BRIDGE. BY MARK MILLER 


Social Security marks 
a milestone this year: For 
the first time, people who 
become eligible for retire- 
ment benefits will have 
a Full Retirement Age 
(FRA) of 67. 

The FRA is the point 
at which your clients 
can claim 100% of their 
earned benefits. Congress 
approved changes to Social 
Security in 1983 that 
lifted the FRA from 65 
to 67, but the change was 
implemented gradually. 
For example, the FRA for 
someone born in 1957 is 66 


and six months. The earli- 

est claiming age is 62, and 

for anyone born in 1960 or 
later, the FRA is 67. 

The gradual change 
across age groups was 
intended to assure that 
no retirees would face an 
immediate jolt to their 
retirement plans. But we're 
now at the point where 
the higher FRA fully has 
raised the bar for success- 
ful Social Security optimi- 
zation strategies. In most 
cases, that means delayed 
claiming. And there are 
few better ways to boost 


retirement income. 

The Social Security 
rules are designed to pay 
everyone roughly the same 
lifetime benefit, no matter 
when they decide to claim 
benefits, according to the 
life expectancy tables. So, a 
client who claims at age 62 
will receive a monthly ben- 
efit considerably smaller 
than if she claims at age 
66—but she will probably 
collect those benefits for a 
greater number of years. 
Conversely, a later claim 
will give her a higher 
monthly benefit—but for a 


WEALTH PLANNING 


shorter period of time. 


For example, a person 
with an FRA of 66 who 
claims at age 62 will receive 
a reduced benefit for the 
rest of his or her life—25% 
lower. Claiming at FRA is 
worth 33% more in month- 
ly income than a claim at 
62, and a claim at age 70 is 
worth 76% more. 

In practice, more afflu- 
ent, better educated retir- 
ees tend to enjoy greater 
longevity, and will benefit 
from delayed claiming. So 
will married couples in 
cases where the higher- 
earning spouse delays. And, 
in this time of high infla- 
tion, it’s worth noting that 
delayed claiming does not 


Mark Miller is ajournalist 


and author who writes about trends in 
retirement and aging. 
He is a columnist 
for Reuters and 
also contributes to 
Morningstar and the 
AARP magazine. 
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In this time of 
high inflation, 
it’s worth noting 
that delayed 
claiming does 
not mean your 
client forgoes 
the valuable 


annual cost- 
of-living 
adjustments 
(COLA) built into 
Social Security. 
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mean your client forgoes 
the valuable annual cost-of- 
living adjustments (COLA) 
built into Social Security. 
The COLAs are applied 

to your clients’ benefit 
amount even if they have 
not yet claimed, begin- 
ning in the year that they 
become eligible to claim. 

The challenge for clients 
is meeting living expenses 
while waiting to claim. 

Working longer offers 
one route, but people often 
are not realistic about 
how long they will be able 
to stay on the job. The 
Employee Benefit Research 
Institute reported this 
year that the median age 
workers predict for their 
retirement is 65, but they 
actually retire at a median 
age of 62. 

Older workers often 
find themselves the victim 
of age discrimination, and 
the pandemic added a new 
element of risk. At least 1.7 
million more older work- 
ers than expected left the 
workforce during the pan- 
demic recession of 2020. 
Other reasons for prema- 
ture retirement include 
health problems, the pull 
of leisure activities, time 
spent with family and just 
plain burnout. 

The labor market 
outlook for older workers 
is especially murky right 
now. Before the pandemic, 
labor force participation 
rates were rising, notes 
Richard Johnson, director 
of the program on retire- 
ment policy at The Urban 
Institute. Johnson calcu- 
lates that workers ages 55 
and older accounted for 
80% of U.S. labor force 
growth from 1996 to 2021. 


Johnson thinks the 
longer wait to claim full 
Social Security benefits 
has played a role in this 
trend, along with the valu- 
able additional delayed 
claiming options. He also 
credits the fact that fewer 
workers can expect tra- 
ditional defined benefit 
pensions, as well as over- 
all improved health and 
longer life spans for the 
change. “People have rec- 
ognized that they could get 
a lot more monthly Social 
Security income if they 
kept working and delayed 
claiming,” he says. 

Labor force participa- 
tion rates among older 
workers took a sharp dip 
during the first two years 
of the pandemic but have 
since bounced back, with 
a couple notable excep- 
tions. Participation has 
not recovered among men, 
especially those over age 
65. Here, the falloff is most 
pronounced among more 
affluent, college-educated 
men who may simply have 
decided to stop work due 
to COVID-related health 
concerns. 

Johnson thinks that 
trend will reverse itself at 
some point, although it’s 
difficult to know when. 
‘Tm optimistic that it’s 
going to turn around, and 
it’s still the case that well- 
educated people are more 
likely to work to a later age 
than less educated people.” 

If you have retired cli- 
ents aiming to delay their 
claims, another attractive 
option is to draw down 
savings to meet living 
expenses: a Social Security 
“bridge.” In many situations 
this approach actually pro- 


longs portfolio life, because 
it reduces the need to draw 
down funds over the long 
haul. It also can be a tax- 
efficient strategy if your 
client draws tax-deferred 
dollars in years when their 
marginal tax rate is lower 
than it will be after they 
begin receiving benefits. 

Retirement research- 
ers also are exploring the 
idea of adding a bridge as 
a default design in 401(k) 
plans. A certain percentage 
of contributions would be 
set aside for later payouts 
equivalent to a participant’s 
Social Security benefits 
for several years to enable 
delayed claiming. 

Some research discus- 
sions compare the Social 
Security bridge concept 
to that of incorporating 
annuity options in work- 
place plans. The difference? 
Dollar for dollar, “buying” 
additional Social Security 
income through delayed 
claiming beats the return 
of commercial annuities by 
a substantial margin. 

The Center for 
Retirement Research 
at Boston College has 
explored the bridge 
concept ina series of 
research papers, and a 
survey conducted by the 
National Opinion Research 
Center at the University 
of Chicago tested the idea 
with plan participants. The 
poll found that roughly 
one-third would use a 
default of this type and 
that they would allocate a 
substantial portion of their 
account to the bridge—35%. 

A default plan feature 
like this could be the 
behavioral nudge of the 
future in 401(k) plans. E 
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AND IT ISN'T PRETTY. BY DIANA BRITTON 


RIA Deal- 


Makers Face an 
Ebbi 


DH 
A 


Are cracks starting to 
appear in the once white- 
hot M&A market for inde- 
pendent RIAs? 

Despite a plummeting 
stock market and signals 
from the Federal Reserve 
that it may risk plunging 
the economy into a reces- 
sion in order to cool infla- 
tion, mergers and acquisi- 
tions in the still highly 
fractured independent 
wealth management space 


continued at a record pace. 


Year to date through 
the third quarter, there 
have been 203 RIA deals 
completed, up 23% from 
the first nine months of 
2021, according to the lat- 
est DeVoe RIA Deal Book. 
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DeVoe & Co. predicts total 
2022 transactions will top 
last year’s tally of 241 deals 
by a range of 12% to 20%. 
Yet deals in the space 
may be a lagging eco- 
nomic indicator. Big RIA 
buyers are not immune to 
market conditions, indus- 
try observers say. The 
underlying economics 
are bound to put pressure 
on firms’ balance sheets, 
and while it remains to be 
seen how that changes the 
landscape for deal-mak- 
ers, few doubt it will. 
Many active RIA 
acquirers finance deals 
with debt. And with the 
Federal Reserve raising 
interest rates, financing 


costs are going up at a time 
when revenues, still largely 
a percentage of assets 
under management, are 
decreasing. These acquirers 
are dealing with inflation- 
challenged margins, falling 
market valuations and ner- 
vous lenders, whose non- 
performing loan books are 
starting to grow. 

If these firms continue 
to do deals, not only will 
their future borrowing 
costs increase but also the 
costs of servicing their 
current debt. Yield spreads 
in the bonds of many 
active wealth management 
acquirers—already in or 
near junk status—are wid- 
ening, a sign the market is 
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requiring more compensa- 
tion to hold their debt (see 
chart on page 56). 

Higher financing costs 
and lower revenue make 
lenders more skittish, and 
lead to more restrictive 
covenants on loans, less 
frenzy in the market and 
fewer deals. 

“It’s a simple rule of 
banking that if the cash 
don't flow, the loan don’t 
go,” said Mark Tibergien, a 
consultant and the retired 
CEO of Pershing Advisor 
Solutions. 

“The concern is the 
ability to repay. You can see 
it with some firms seeking 
equity through the public 
markets, or trying to and 
not succeeding, as a way 
to rebalance their balance 
sheet,” he said. “I wouldn't 
say [lenders have] turned 
off the spigot, but they have 
made access to it a little bit 
more of a challenge, either 
through pricing or through 
other qualifications that 
they're looking at.” 

Matthew Crow, presi- 
dent of Mercer Capital, 

a business valuation and 
financial advisory services 
firm, said investor senti- 
ment in publicly traded 
RIAs shifted negative 

last November when it 
became clear the Federal 
Reserve was going to raise 
interest rates. 

“Acquisition activity 
from the publics has been 
muted this year, probably 
a consequence of their 
sagging stock prices,” 
Crow said. 

Focus Financial’s stock 
price is down some 47% 
year to date (as of Oct. 

11). CI Financial, another 
active acquirer in the U.S. 


RIA market, stock price 
declined nearly 57% this 
year. That far outpaces the 
broader 19% loss in the 
S&P 500 financial sector. 

Privately held com- 
panies looking to access 
public markets seem to 
be in retreat. Dynasty 
Financial Partners, the 
St. Petersburg, Fla—based 
services platform for inde- 
pendent advisors, filed 
with the Securities and 
Exchange Commission in 
January for an IPO; last 
April, CI said it would 
sell up to 20% of its U.S. 
wealth management busi- 
ness via an IPO, using 
the proceeds to pay down 
the debt that helped fuel 
the spending binge; in 
September 2021, RIA 
Tiedemann Advisors made 
a deal with Cartesian 
Growth Corp., a special 
purpose acquisitions 
company (SPAC), to merge 
with British money man- 
ager Alvarium Investments 
and go public last month. 

“None have happened, 
and none are likely,” Crow 
said. These acquirers are 
not required to disclose 
their financials, “and in 
a year like this, I’m sure 
they're grateful for it.” 

Inflation is a double- 
edged sword for RIAs, he 
said. “Inflation is positively 
correlated with the cost of 
doing business ... and nega- 
tively correlated with asset 
values.” Beyond financing, 
labor costs are rising, hit- 
ting as much as 75% of an 
RIA’s operating budget. 

On the other side, rev- 
enue for most RIAs is based 
on assets under manage- 
ment; take the Vanguard 
Balanced Index Fund 


(ticker: VBIAX) as a back- 
of-the-envelope proxy for 
a typical 60% equity/40% 
bond portfolio. Those 
managed assets—and the 
firm’s revenue—have fallen 
by some 20% year to date 
(assuming no acquisition of 
clients or firms). 

Firms more prudent 
in their borrowing, yet 
focused on growth, are ina 
good position. 

“I think for people like 
Creative Planning or even 
Captrust, which histori- 
cally have not carried a lot 
of leverage and have busi- 
nesses generating really 
strong cash flows, I think 
youre going to see them 
kind of dominate the head- 
lines in terms of acquisi- 
tion,” said a source close 
to the RIA deal-making 
community who declined 
to be named. 

Firms with more lever- 
age on their books are 
going to be under pressure. 
He said some operators 
were modeling financing 
costs at 5%; now pricing 
hovers around the Secured 
Overnight Financing 
Rate (SOFR) plus 600 
basis points, or over 9%, 
nearly double the previous 
assumptions. 

“For some of these 
private companies, before 
the market took a dip, they 
were carrying six times 
leverage,” this source said. 
“And now they might be 
carrying 7 1/2 or eight.” 

Amit Dogra, president 
and chief operating officer 
at tru Independence, a plat- 
form for RIAs, said that he 
is starting to see a change 
in the makeup of buyers, 
many of whom are becom- 
ing much more discerning. 
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Deutsche Bank's Wealth Manager Leveraged Finance Trading Update 


Amount Facility Ratings Spread 
Issuer Issue ($ in Millions) Maturity Moody's S&P Yield 30-Sep 21-Jun 
Advisor Group Term Loan B $1,485 7/31/26 B2 B- 9.592% 584 559 
Advisor Group Sr. Secured notes $500 3/1/28 B2 B- 9.497% 546 525 
Advisor Group Sr. Secured notes $500 9/30/27 B2 B- 10.174% 609 N/A 
Advisor Group Senior Notes $350 8/1/27 Caa2 CEE 11.282% 17 684 
Blucora Term Loan B $564 5/21/24 Bl BB 8.364% 461 530 
Cetera Ist Lien Term Loan $1,055 10/1/25 B2 B- 8.712% 496 555 
Cetera Senior Notes $400 4/1/29 Caa2 E 11.085% n2 no 
Edelman Financial Ist Lien Term Loan $2,226 4/5/28 B2 B 9.630% 588 541 
Edelman Financial 2nd Lien Term Loan $575 7/20/26 Caa2 CCC+ | 13.658% 990 894 
Focus Financial Term Loan B $1,627 1/3/24 Ba3 BB- 7.248% 349 378 
Focus Financial Term Loan B $650 6/24/28 Ba3 BB- 7.098% 334 347 
Hightower Holding Term Loan B $715 4/16/28 B2 B- 9.630% 588 Sa 
Hightower Holding Senior Notes $300 4/15/29 Caa2 CCC 10.741% 678 852 
Kestra Financial Term Loan B $620 6/4/26 B3 B+ 9.024% 527 555 
LPL Holdings Term Loan B $1,070 11/7/26 Baa3*+ BB+ 6.036% 228 231 
LPL Holdings Senior Notes $400 11/15/27 Ba2*+ BB 6.811% 215 267 
LPL Holdings Senior Notes $900 3/15/29 Ba2*+ BB 6.759% 281 301 
LPL Holdings Senior Notes $400 5/15/31 Ba2*+ BB 7.083% 321 318 
Mariner Wealth Term Loan B $150 8/12/28 Ba3 B- 8.161% 441 434 
Mariner Wealth Term Loan B $350 8/12/28 Ba3 B- 8.161% 441 434 
Millennium Trust Term Loan B $610 2/21/26 B2 B 10.332% 658 619 


Bank loan yield calculated based 
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on four-year refinancing assumption and greater of LIBOR floor and swap to maturity. 
Market data as of Sept. 30, 2022, except where noted. 


While there’s an increase in 
the number of firms com- 
ing to market, the large, 
serial aggregators and 
consolidators are staying 
away from what they see as 
lower-quality prospects. 
That paves the way for 
more emerging buyers to 
enter the space and try to 
get a foothold. He expects 
to see more of an infusion 
from private equity look- 
ing to scoop up bargains, 
squeeze the firms and exit 
on a traditional timetable. 
“Private equity doesn’t 
view it the same way as (the 
aggregators) do,” Dogra 
said. “Where the risks will 
come in is for larger RIAs 


who have gobbled up advi- 


sors, they're the ones who 
will slow down because it 
won't make sense to them 
because they're not looking 
to sell it. Private equity has 
an exit strategy built into 
it. Advisors don't. These 
larger advisors don't. So, it’s 
going to change the make- 
up of the type of buyer.” 
Yet some aggregators 
or large acquirers who 
have made that deal with 
private equity already may 
be on a treadmill they can’t 
get off, he said. 

“Youre not being an 
acquirer, because you don't 
think the deals are good, 
but now you also have the 
pressure of this leverage, 
and the markets are down 


Source: Deutsche Bank 


and interest rates are up. 
And is (this debt) callable?” 
he said. “Are you going to 
have to make decisions 
differently than you did 
before? Whether that’s cost 
cutting, whether that’s 
staff reduction.” 

Or maybe some firms 
decide to double down on 
deals, Dogra said, to pay 
down their debt. 

“So robbing Peter to pay 
Paul—moving one bucket 
to the other.” 


Valuations and 
Deal Structures 
Valuations for RIA firms 
have reached all-time 
highs recently. But Larry 
Roth, former CEO of 


No Need To Know Medicare. 
Know Healthpilot. 


By transforming the 
Medicare plan enrollment 
experience, we’ve elevated 
health and wealth planning 
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FEATURE / RIA Deal-Makers Face an Ebbing Tide 


Last year several 
firms traded 

at 20 times 
earnings before 
interest, taxes, 
depreciation and 
amortization: 


now [we're] 
seeing numbers 
around 16 times 
EBITDA, or 18 at 
the high end. 
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Advisor Group and Cetera 
Financial and founder and 
managing partner of RLR 
Strategic Partners, said 
he’s starting to see those 
multiples crack. Last year 
several firms traded at 

20 times earnings before 
interest, taxes, depre- 
ciation and amortization 
(EBITDA); now he’s seeing 
numbers around 16 times 
EBITDA, or 18 at the high 
end, he said. 

“There is likely to be a 
period—I don’t know how 
long that is—of transition 
from lofty valuations and 
what people were hoping 
to sell at one point when 
money was basically free, 
to ‘Is there a price where 
the market clears,” said 
Bradley Kellum, partner in 
the Americas Wealth and 
Asset Management prac- 
tice at global management 
consulting firm Oliver 
Wyman. “In other markets, 
that tends to slow activity.” 

Roth said he’s also see- 
ing some change in deal 
structures. Previously, sell- 
ers would sell 90% to 100% 
of the business. Today, 
some might sell 60% now 
and the balance at the end 
of three years, on the opti- 
mistic assumption that the 
market will bounce back. 
The hope is that they'll get 
the full value on the second 
piece of the business. 


A Case of 
Indigestion 
Another point of pressure is 
the ability of these firms to 
bring on more RIAs, inte- 
grate them into the business 
and find synergies. 

Kellum said it requires 
more bandwidth, time 
and money to train and 


onboard acquired advisors 
as these firms become larg- 
er enterprises with more 
national footprints. 

“As you see acquiring 
firms want to scale these 
platforms—like wanting 
to bring more advisors 
or more firms onto the 
platform—I either do more 
deals of the same number 
of advisors, or I have to 
go after bigger targets,” 
Kellum said. “Either one 
creates more onboarding 
complexity.” 

tru Independence’s 
Dogra said some firms 
are struggling to integrate 
what they already have. 

“You've heard firms say, 
‘Oh, we're going to digest 
what we have, or Were 
going to focus on what we 
have,” Dogra said. “Those 
are called consumption 
pains, where ‘We have 
not aligned or integrated 
or found cost savings in 
what we have, and now we 
need to focus on that. Or 
were not delivering from 
a service, organic or value 
proposition perspective.” 

Tibergien said many 
of the buyers are still just 
financial buyers, and if they 
don't integrate, then they 
don’t have a platform. If 
they don’t have a platform, 
he argues, they can’t move 
into the expansion and 
growth phase. 

“This becomes a chal- 
lenge for consolidators, 
whether or not they want 
to be a portfolio manager 
holding a bunch of advi- 
sory firms as their asset on 
which they get a return, or 
whether or not they want 
to build a truly consoli- 
dated business that allows 
them to grow,” he said. 


The ‘Bear Stearns 
Moment’ 

RIA M&A experts don't 
expect to see a wave of 
defaults and failures 
among the consolidators. 
More likely, deal-making 
moves upstream. 

The evolution from 
fragmentation to con- 
solidation has happened 
in almost every industry, 
Tibergien said. 

If you look at the top 
2,000 RIAs that have 
over $1 billion in assets, 
roughly 30% are corpo- 
rate owned at this point, 
he said. Further along the 
consolidation curve than 
10 years ago, but with 
plenty of room for more 
in the years ahead. 

At this point, the big 
players are feeling the 
heat, faced with increas- 
ing costs of business, 
higher operational risks 
and declining markets 
putting pressure on future 
earnings, Tibergien said. 
That probably means 
we'll soon see more con- 
solidation among the con- 
solidators. 

“You won't see a fail- 
ure, but I think you will 
see almost a ‘Bear Stearns 
moment.’ Maybe it'll look 
a little more dignified. But 
you'll see some of these 
guys strategically merge 
because they've got to 
cut expenses due to debt 
funding costs doubling,” 
said the unnamed source 
close to deal-makers. 

“I think youre going to 
see some of these overlev- 
eraged guys look at exits. 
They're not just going to 
throw up the white flag 
and say the lender’s going 
to have the business.” E 
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Toussaint Bailey was 
several years into a partner- 
ship at a law firm when he 
got the wealth management 
bug after helping his to-be 
brother-in-law craft a busi- 
ness plan for anew RIA 
after he departed Edward 
Jones in 2014. 

Soon, Bailey changed 
careers and joined the 
team, becoming CEO of 
Enso Wealth Management. 
Bailey always had been 
active in supporting issues 
and causes near to his 
heart, though typically not 
through his work. But in 
2020, he led a number of 
dialogues with other wealth 
firms about how to have 
better conversations on race 
and diversity in the work- 
place. Bailey said he was 
struck by how empowered 
he felt by engaging with 


what mattered to him. 

“I realized at that point, 
there’s no way I’m going to 
go back to just doing wealth 
management, and doing 
this on the side,” he said. 
“So, I started to take steps 
to combine the two.” 

This inspiration 
resulted in the launch of 
Uplifting Capital earlier 
this year. The firm strives 
to bring values-informed 
investing into the private- 
markets space. Bailey said 
he was inspired by the work 
his friends at Ethic did in 
public markets, and as he 
saw investors “stampeding” 
towards the private mar- 
kets, Bailey believed that 
same experience should 
also exist there. 

“Private wealth, in one 
way or another, will change 
the shape and direction 


CAPITAL 


CALIFORNIA 


of the private markets. It 
already is in terms of the 
products coming out and 
all of those things,” Bailey 
said. “With that, there’s an 
opportunity to make pri- 
vate investing or alternative 
investing more impactful or 
inclusive without compro- 
mising financial returns.” 
Bailey says Uplifting’s 
strategy was structured on 
providing “scalable person- 
alization” via a private mar- 
kets sleeve that made sense 
for high-net-worth individ- 
uals and small foundations 
alike. After an investor 
partners with Uplifting, the 
team can “lean” their funds 
in the direction of one (or 
several) of nine “impact 
themes” (including diversity, 
equity and inclusion, health 
and wellness and education, 
to name a few) based on that 


WealthManagement.com 


Illustrations by PJ Loughran 


Toussaint 
Bailey 


POSITION: FOUNDER AND CEO AT UPLIFTING 


LOCATION: SAN RAFAEL, CALIF. 


EDUCATION: JURIS DOCTOR FROM UCLA 
SCHOOL OF LAW; B.S. IN ECONOMICS, 
BUSINESS ADMINISTRATION WITH AN 
HONORS CONCENTRATION IN FINANCIAL 
SERVICES FROM SAINT MARY'S COLLEGE OF 


investor's preferences. 

Bailey says that it is as 
important to see diverse 
managers as it is to make 
private investments more 
impactful (Uplifting is 
a minority-owned and 
majority-women-led firm). 
The firm works to find 
solid managers and directly 
invests both in funds 
and with entrepreneurs. 
Uplifting also built evalu- 
ation frameworks to pick 
partners without relying 
solely on due diligence 
protocols demanding track 
records spanning decades, 
according to Bailey. 

“Asset management 
won't become more 
inclusive if you continue 
to rely on metrics that 
require people to have 
been here before,” he said. 
—Patrick Donachie 
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Dr. Preston 


Cherry 


POSITIONS: FOUNDER OF CONCURRENT 
FINANCIAL PLANNING IN LUBBOCK, TEXAS; 
PRESIDENT, FINANCIAL THERAPY ASSOCIATION; 
HEAD OF FINANCIAL PLANNING AT THE 

AUSTIN E. COFRIN SCHOOL OF BUSINESS AND 
DIRECTOR OF THE CHARLES SCHWAB CENTER 
FOR PERSONAL FINANCIAL PLANNING AT THE 
UNIVERSITY OF WISCONSIN-GREEN BAY 


LOCATION: GREEN BAY, WISC. 


EDUCATION: BBA IN FINANCE FROM PRAIRIE 
VIEW A&M UNIVERSITY; M.S. AND PHD IN 
PERSONAL FINANCIAL PLANNING FROM TEXAS 


TECH UNIVERSITY 


As a child, Dr. Preston 
Cherry’s mother taught 
him about the value in 
thinking about financial 
wellness from a psychologi- 
cal perspective. 

“The vulnerability, the 
compassion, how to deal 
with shame, how to deal 
with guilt and regret, being 
open, being honest with 
oneself, and all of that,” he 
said. “My mother intro- 
duced that into our home at 
very early ages.” 

This has driven much 
of Cherry's recent work, 
and he maintains that there 
are metrics for measur- 
ing the effects of different 
psychological approaches 
to finance. 

“We're talking about 
stages of change,” he said. 
“What’s inspiring you? 
What is your willing- 
ness and your readiness 
to change? And there are 
stages that influence what 
type of decisions and 


62 » WealthManagement.com - October/November 2022 


changes youre willing and 
able to make to accomplish 
your goals. And you can 
measure that by your levels 
of perception, your levels 
of worry and anxiety. Are 
they high or low? Your lev- 
els of satisfaction. Do you 
feel you've accomplished 
your goals?” 

In an article published 
by Cherry while earning 
his doctorate, he said the 
first three steps to achiev- 
ing financial wellness 
involved admitting one’s 
financial truths, acknowl- 
edging the feelings those 
truths create and then tak- 
ing action to adjust them 
where needed in small and 
achievable ways. 

He’s now one of the 
industry’s leading experts 
in the nascent field of 
“financial psychology,” a 
concept he was introduced 
to while getting his doctor- 
ate in personal financial 
planning from Texas Tech. 


And it’s one approach to 
financial planning that has 
quickly gained a following. 

Cherry got his start 
in banking, but quickly 
got turned onto financial 
planning through a men- 
tor at Prairie View A&M, 
where he got his bachelor’s 
degree. He earned a mas- 
ter’s degree in financial 
planning in 2006, then 
later returned to Texas 
Tech to earn his doctorate. 

These days, he lives in 
Green Bay, Wis., heading 
up the financial plan- 
ning department at the 
University of Wisconsin's 
business school and serv- 
ing as director of the new 
Charles Schwab Center 
for Personal Financial 
Planning on the same 
campus. 

Cherry said that his 
speaking engagements and 
work to promote aware- 
ness of financial psychol- 
ogy, as well as financial 


literacy, are what’s really 
driving him. 

“The terminology and 
the empirical research and 
how it’s being delivered 
nowadays is so important,” 
said Cherry, who stressed 
that helping clients to face 
hard truths and be vulner- 
able in their own personal 
journeys is a big part of 
helping them to achieve a 
healthy balance between 
finances and lifestyle. 

“You're going from try- 
ing to understand how we 
process information and 
those types of things that 
behavioral finance was 
focused on in the begin- 
ning to really getting into 
well-being,” he explained. 
“We're now talking about 
how it may not be an irra- 
tional versus rational mat- 
ter, it may really be more 
about perspective, cultural 
experiences or your back- 
ground and what shaped 
you.” —Ali Hibbs 


Save Money with Process 
Automation in Cloud 


Direct interaction between clients and advisors has 
transitioned to a more virtual model. Laserfiche Cloud 
Document Management software, empowers advisors 
to remotely connect with clients in a secure SEC- and 
FINRA-compliant environment. Operational processes 
are streamlined with digital forms, workflow and process automation 
that delivers a premium client experience. 


Learn More: laserfiche.com/solutions/wealth-management 


Feath 
G Management.com 


Lase rfiche’ 2022 Industry Awards 


Winner 


Seventh-Time WealthManagement.com Industry Awards Winner 


TEN TO WATCH 


Stevyn 
Guinnip 


POSITION: “WELLTH” ADVISOR, CEO AND 
FOUNDER AT GROW WELLTHY 


LOCATION: PHOENIX 


EDUCATION: M.S. IN EXERCISE SCIENCE 
FROM SOUTHERN ILLINOIS UNIVERSITY; 
CERTIFIED WELLNESS COACH AND 


NUTRITIONIST 


Stevyn Guinnip’s 
father became a financial 
advisor when she was 11, 
and she recalls visiting his 
office and seeing the effort 
he poured into it, specifi- 
cally in his first 10 years. 

She also met other advi- 
sors and grasped the toll 
their work can take on their 
health and relationships. 

Guinnip recalls that 
her father was offered 
several promotions, but he 
always declined. 

“Iwas struck by that; 
who wouldn't want to be 
promoted? But when I 
asked my father, he said, 
‘Yes, but I know what I have 
to give up. I know what the 
cost is to me.” 

This realization led 
Guinnip into the health 
and wellness field. She 
spent two decades trying 
to help people prepare for 
a healthy retirement. But 
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while living in Australia, 
she experienced a life- 
threatening health crisis 
that led her to understand 
the interconnectedness 
between managing one’s 
health and wealth. 

Soon after, Guinnip 
founded Grow Wellthy, 
working with financial 
advisors and their clients to 
encourage healthy practices 
to better their retirement. It 
was simultaneously a new 
path and one she’d pre- 
pared for her entire life. 

“Once I started speak- 
ing that language, that 
health is an asset, it’s a 
really easy skill transfer 
for people who understand 
financial concepts,” she 
said. “To realize they can 
treat their health like one 
of their asset buckets, track 
trends and protect it for the 
future, and grow it in dif- 
ferent ways.” 


To Guinnip, the innate 
stress of handling money 
(whether an advisor’s own 
or their clients’) can create 
a “toxic cocktail,” combin- 


ing the sedentariness of an 
advisor’s typical workday 
with the stress of market 
volatility. 

Grow Wellthy has 
several facets, and par- 
ticipants begin with a 
six-week strategy session 
(costing $3,000), creating 
a plan with Guinnip to get 
their health on track (there 
are group sessions, as well 
as individual conversa- 
tions). Most participants 
graduate into a member- 
ship with rates starting at 
$512/month. 

The solutions vary, 
depending on the problem; 
one advisor simply needed 
a footwear change to 
make exercise easier, while 
another reconfigured his 


meal plan to lose weight 
while keeping weekend 
cookouts. Advisors’ ages 
range from those in their 
30s to their 70s, and 
include several second-gen- 
eration planners who want 
to live different, healthier 
lives from their parents. 

In 2023, Grow Wellthy 
will offer quarterly wealth 
webinars to connect direct- 
ly with advisors’ clients. 
Guinnip said the webinars 
(with registration opening 
in November) will allow 
advisors to start difficult 
conversations about a cli- 
ent’s health without inad- 
vertently coming across as 
judgmental. 

“The bottom line is 
stopping to assess why 
youre doing what youre 
doing,” Guinnip said. “Ts it 
worth what youre doing? 
And what is that cost?” 
—Patrick Donachie 
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A $25 fine remains 
emblematic of US short- 
comings in fintech for 
Sindhu Joseph. 

Driving on a California 
toll road soon after arriv- 
ing from Europe a few 
years ago, Joseph realized 
the US—home to the most 
innovative and forward- 
thinking companies—was 
far behind other countries 
when it came to something 
as simple as electronic 
payments. 

“We already were used 
to just swiping a card in 
Europe and they were ask- 
ing for $5 in cash at the toll 
booth, we had no cash,” 
said Joseph, now the CEO 
of Cognicor. The toll booth 
lacked cashless technol- 
ogy, which was already the 
norm in Europe where she 
and others were quite used 
to walking around or driv- 
ing without paper currency. 
The fine arrived weeks 
later—in snail mail form. 

Her company, which 
develops artificial intelli- 
gence-powered customer 
assistants and business 
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automation technology for 
financial advisors, recently 
announced its integration 
with the Schwab platform 
via the latter’s Managed 
Account Marketplace. 
Schwab-affiliated 
RIAs will have access 
to CogniCor's suite of 
Al-enabled digital assistants 
and learning platforms. 
Sequoia Financial 
Group, a large Schwab- 
affiliated RIA with 
approximately $10 billion 
in AUM, is now test- 
ing CogniCor’s Meeting 
Assistant, which is helping 
to automate pre- and post- 
meeting paperwork for the 
firm, create meeting agen- 
das and track life events, 
among other tasks. 
Cognicor launched its 
first three digital assistants, 
one each specific to forms, 
navigation and call routing, 
in April 2021. That was 
followed in December with 
the launch of an industry- 
specific knowledge graph— 
a conceptual map of topics, 
terminology and content 
to provide Al-enabled 


Sindhu 
Joseph 


POSITION: FOUNDER & CEO AT COGNICOR 
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EDUCATION: PHD, ARTIFICIAL INTELLIGENCE 
RESEARCH INSTITUTE, BARCELONA 


solutions with a knowl- 
edge base to interpret user 
intent and produce cus- 
tomized guidance. 
“Without knowledge 
graphs, AI algorithms 
must learn from scratch, 
an often-inefficient pro- 
cess that may not lead to 
optimal responses,” said 
Joseph. “It's the brains 
behind the operation.” 
The knowledge graph 
provides digital assistants 
the context and background 
information necessary to 
support RIAs and IBDs 
and expedite the learning 
process for a given advisory 
firm’s operations. 
Venture-funded and 
female-founded in 2018, 
CogniCor was chosen 
to participate in Morgan 
Stanley’s Summer 2021 
Multicultural Innovation 
Lab Cohort. Among its 
investors is Ramaswamy 
Nagappan, chief infor- 
mation officer for BNY 
Mellon Pershing. 
“We have many new 
RIA use-cases on the road- 
map,” said Joseph, who 


believes future develop- 
ments could help advisors 
with everything from issues 
related to household man- 
agement to virtual CTO- 
type features that would 
help support breakaway 
brokers setting up their 
own shops. 

Even so, Joseph said she 
remains fascinated at the 
incongruity of what tech- 
nology can and cannot do. 

While it has become 
the norm for many of us 
to order groceries online, 
get just about anything 
delivered to our door 
through Amazon or get a 
car through Uber from our 
mobile phones, most of us 
still spend far too much 
time filling out forms, navi- 
gating call trees and waiting 
on the phone when engag- 
ing with financial services 
firms, managing our invest- 
ments or getting insurance. 

For Joseph, these archaic 
interactions are a wide- 
open opportunity. “Wealth 
and health remain so ripe 
for disruption,” she said. 
—Davis Janowski 
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POSITION: LICENSED CLINICAL 
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UNIVERSITY 


In her role as co- 
founder at Shaping Wealth, 
Joy Lere dives “into the 
intersection of money and 
the mind.” The learning 
technology platform works 
with advisors and clients to 
promote healthier mental 
relationships with money. 

“The modern advi- 
sor is trained in manag- 
ing money, but they are 
not trained in managing 
humans and working 
with the human side of 
money,” Lere said. “That’s 
what we're focused on at 
Shaping Wealth.” 

Lere’s background is 
in clinical psychology, 
and she’s held positions at 
Penn Medicine Princeton 
Health, Children’s 
National Hospital and the 
Department of Defense. 
After consulting in the 
behavioral finance field, 
she met Brian Portnoy, who 
shared with her his vision 
of what would eventually 
become Shaping Wealth. 
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The two soon co-founded 
the organization, introduc- 
ing Lere both to the wealth 
management industry and 
the “wild ride” of a startup. 

The platform offers dif- 
ferent paths for advisors, 
including a 100-day expe- 
rience called “Building the 
Behavioral Advisor,” which 
includes live teaching and 
cohort-based work at a cost 
of $7,500 per individual 
(although family rates also 
are available). 

In November, the 
organization is launching a 
subscription-based mem- 
bership program called 
OCBO, standing for “out- 
sourced chief behavioral 
officer,” and it’s where Lere 
sees the most potential for 
growth in 2023. Many large 
firms and wirehouses are 
recognizing the importance 
of integrating behavioral 
science into their work and 
are hiring chief behavioral 
officers to come in-house 
and counsel their advisors. 


“But until this point, 
that’s been a nice-to-have 


that a lot of firms can't 
afford, and independent 
advisors certainly don't 
have access to,” Lere said. 

Shaping Wealth’s 
OCBO service, which runs 
between $150 and $200 
per advisor/per month, 
will operate akin to third- 
party tech support, letting 
smaller firms manage costs 
while benefiting from 
Shaping Wealth’s behav- 
ioral finance insights. The 
program offers training, 
tools and support for small 
RIAs who may find their 
work isolating, according 
to Lere. 

Lere’s work accompa- 
nies a broader shift within 
the industry to what she 
called a “human-centered 
approach” to advice, with 
people inside and outside 
the wealth management 
space more willing to 
speak about struggles 
they may have previously 


kept under wraps. 

“I think there’s some- 
thing coming out of the 
pandemic; ‘When every- 
thing is stripped away, 
what am I left with? What 
do I have and what really 
matters to me?” Lere said. 
“And to build on that, 
advisors are doing a lot of 
self-reflection coming out 
of the pandemic; ‘How do I 
want to practice? What do I 
want my relationship with 
work to look like?” 

Lere continues to 
work in private practice 
and operates the Substack 
“Finding Joy” in addition 
to her work with Shaping 
Wealth. In 2023, in addi- 
tion to the focus on OCBO, 
the platform plans to 
launch more cohorts for its 
“Building the Behavioral 
Advisor” program, endeav- 
oring to offer clarity for 
advisors in such a confus- 
ing time, both inside and 
outside the industry. 
—Patrick Donachie 
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Govinda 


Quish 


POSITION: CEO & CO-FOUNDER AT FABRIC 


LOCATION: BOULDER, CO 
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RELIGIOUS STUDIES AND SANSKRIT 


Govinda Quish’s career 
journey took an unusual 
turn, from religious studies 
to working for hedge funds 
and family offices around 
the world. 

He is now back in 
the United States where 
he started, in Boulder, 
Colorado, where he co- 
founded a risk modeling 
platform for financial 
advisors called Fabric, 
meant to help them better 
illustrate long-term port- 
folio outcomes and prob- 
abilities for clients. 

Quish, 49, started 
the company with Rick 
Bookstaber, a Wall Street 
veteran who held risk man- 
agement roles at Morgan 
Stanley and Solomon 
Brothers, as well as ten- 
ures at the Securities and 
Exchange Commission and 
the U.S. Treasury. Quish 
considers Bookstaber a 
mentor. 

“I have no academic 
background in finance and 
was planning to become 
an academic. I had almost 
completed my masters and 
thought I was on a path 
to get a PhD in religious 
studies,” Quish said. He 
attended Naropa University, 
a Colorado college founded 
by Tibetan Buddhists in 
1974 and famously the one- 
time home of beat-era writ- 
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ers like Allen Ginsberg and 
Jack Kerouac. 

Then his mother fell ill 
with Lou Gehrig's disease, 
and came to live with Quish 
as he took on the role of 
caregiver. 

He says the experience 
of watching his mother die 
from such a terrible disease 
led him not deeper into 
religious contemplation, but 
to see the value of money 
and its importance when it 
comes to protecting one’s 
family, especially in diffi- 
cult times. 

While he never had a 
professional interest in 
finance, he did have an 
affinity for mathematics 
and began researching 
the industry, just at the 
time that quantitative 
financial models were 
coming into prominence 
as tools for asset manag- 
ers and investors. 

“Right around 1999 or 
2000, I came across hedge 
funds and began learning 
about the careers of Stanley 
Druckenmiller, Louis 
Bacon, George Soros and 
others,” said Quish. “And I 
got myself a job with a New 
York-based family office.” 

In 2007, he moved to 
Zurich, Switzerland to lead 
research for Aeris Capital, 
AG, the family office of one 
of the founders of SAP. 


A position in Hong 
Kong followed before 
Quish returned to the US 
and joined Bookstaber 
in the public sector as an 
Investment Fellow and 


senior risk manager with 
the University of California, 
overseeing the university 
system's pension fund for 
two years. After more than 
a decade helping mitigate 
the investment risks for 
some of the wealthiest fami- 
lies, he quickly saw how the 
same system could fail the 
merely affluent. 

“When financial crises 
happen, the people that end 
up most hurt are everyday 
people, those that can least 
afford it,” Quish said. 

Spending time with 
Bookstaber in California, he 
said they both realized that 
the direction they wanted to 
was not back to hedge funds 
but to work with asset own- 
ers, and that the best way 
to achieve that was to work 
inside the wealth manage- 
ment community. 

“And that’s when we 
decided to build Fabric,” 
he said. 

Both had seen data 
and computing power 
grow exponentially and 
recognized the potential 
for machine learning to be 
applied to finance. 

“So, we asked ourselves 


could we develop technol- 
ogy that was the same 
institutional caliber as 

that created after the 2008 
crisis for those building 
quantitative models, but 
make it not for quants,” he 
said. “Could we bridge the 
gap and make it available to 
wealth advisors?” 

They spent two years 
interviewing hundreds of 
financial advisors, studying 
their processes and build- 
ing dozens of wireframes 
before arriving at the cur- 
rent iteration of Fabric, 
which launched at the end 
of last year. 

It is based on MSCI’s 
factor model data to 
uncover the market returns 
of qualities like size, value, 
growth and volatility. 
Unlike many other risk 
analytics platforms that rely 
on historical returns, Fabric 
uses the data to create 
forward-looking models, 
Quish said. An intuitive 
and modern interface lets 
advisors collaborate with 
clients to demonstrate how 
the factors will influence 
their investment returns 
over time. 

Fabric already has 
integrations with Black 
Diamond, Orion and 
Addepar, and others are in 
the pipeline, Quish says. 
—Davis Janowski 
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Laxmi Ramanath has 
been deeply embedded in 
two of the bigger technol- 
ogy changes in finance. 

From 1988 to 1995, asa 
senior systems manager for 
CMC Limited in Bombay, 
she helped implement the 
automation of the Bombay 
Stock Exchange online 
trading systems. For five 
years after that, as a senior 
consultant with Citicorp 
based in London, she helped 
manage the technology 
adoption for the introduc- 
tion of the euro. 

“You can see the effect 
of the euro, the clashes, the 
challenges,” said Ramanath. 
“The whole thing played 
out before me.” 

So Ramanath is no 
stranger to solving big, 
complicated problems 
inside financial institu- 
tions, particularly where 
those businesses bump 
up against ever-changing 
regulatory and compliance 
requirements. After four 
years as a business analyst 
at Silicon Valley Bank, 
she launched her current 
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venture, La Meer, a web- 
based tool to help financial 
firms analyze risks around 


things like cybersecurity 
and money laundering, 
identify the weak links, 
and meet regulatory and 
compliance requirements 
across the businesses. The 
tool is meant to encompass 
modular applications so 
firms can essentially tailor 
the monitoring functions to 
their own businesses, and 
ensures the data is coming 
together and getting to the 
right stakeholders rapidly. 

Started as a service 
for larger enterprises like 
banks, institutional inves- 
tors and asset management 
firms, Ramanath sees an 
opportunity in the growing 
retail wealth management 
channel. She says the finan- 
cial crisis of 2008 really 
hit home for her the need 
to bring the kind of auto- 
mated risk mitigation pro- 
cesses closer to the advisor 
and the end client. 

“The market crisis, 
people lost their homes, 
people lost their money, 


Laxmi 
Ramanath 
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people lost their shirts,” 
said Ramanath. “That was 
something I wanted to 
help solve as a team. ... If 
you enable these organi- 
zations to manage their 
risk through a visibly 
transparent system, then 
that is a way to prevent or 
at least have early warn- 
ings about risk.” 

Add to that the COVID- 
19 pandemic, cybersecurity 
risks from at-home work, 
increased scrutiny from 
FINRA and the SEC—the 
regulatory and compliance 
landmines are proliferat- 
ing. Many fast-growing 
RIAs and wealth manage- 
ment enterprises are out- 
pacing their ability to keep 
up with the risks, and here 
La Meer hopes to make a 
difference. 

Outside of the business, 
Ramanath said as a woman 
in finance and technology, 
she recognized the limiting 
reality of glass ceilings. She 
said she had been able to 
overcome these structural 
challenges by proving her 
worth consistently. 


“I realized how to navi- 
gate the system is to first 
listen. You need to under- 
stand what their challenges 
are,” said Ramanath. “It 
never came to meas, Tm 
not white so I’m not going 
to get the respect.’ I always 
approach it as problem 
solving. I never look at it as 
Tm female’ or Tm brown’ 
or whatever it is. It never 
enters my mind. If some- 
body tries to toss me off, I 
leave it. I let it go. At some 
point, when they see the 
value in what youre bring- 
ing to the party, you get 
included.” 

Ramanath added that 
she was guided by a Sanskrit 
prayer, “Lokah Samastah 
Sukhino Bhavantu,” which 
means “May All Beings 
Everywhere Be Happy 
and Free.” 

“Only when everyone 
is happy, can I be happy 
too,” Ramanath wrote. “If 
there is suffering that I see, 
I cannot be happy. So being 
caring of each other and the 
world is fundamental to all 
our success.” —Rob Burgess 
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For advisors, billing 
clients is the kind of day-to- 
day business process that 
should be straightforward, 
and even a little boring. It is 
often anything but. 

Many advisors, it turns 
out, are bad at charging 
their clients. Even those 
that have the process down 
often miss some of the 
subtle differences between 
what they tell their clients 
they charge, and what the 
client ends up paying. It’s 
often an unintentional 
oversight but can lead to 
unhappy clients and regula- 
tory headaches. 

The Dallas-based 
founder and CEO of Smart 
Kx (short for “contract”), 
Lacy Shrum, has built a 
cloud-based billing plat- 
form that helps registered 
investment advisors make 
sure that the agreed-upon 
client fees are documented 
correctly and calculated 
exactly as client engage- 
ment documents describe— 
and does it clearly and auto- 
matically without manual 
processes or risk exposure. 

Right out of college, 
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Shrum worked as an asso- 
ciate at a wealth manage- 
ment firm but soon after 
applied to and attended law 
school while continuing to 
work. After graduating, she 
became legal counsel and 
chief compliance officer for 
an RIA, which is where she 
really got to see how the 
sausage was made in terms 
of client billing and how 
easily it can run afoul of 
compliance. 

“Advisors are odd,” and 
quite human, said Shrum. 

She is unapologetic in 
pointing out the things that 
both flummox and enter- 
tain her with RIA clients 
and why her service is very 
much needed. 

“The biggest thing we 
see are all these ad hoc 
fee adjustments,” she said, 
describing the process 
of analyzing an advisory 
firm's fee schedules and cli- 
ent billing agreements. 

“Tt is often just natural 
to say, ‘Oh were not going 
to charge you, we'll take 
50% off your bill this time.’ 
Anyone running a business 
wants to keep their clients 


happy. But we will ask the 
advisors why, and they say, 
‘just because,” Shrum said. 

Those on-the-fly 
adjustments add complex- 
ity to her firm’s task of 
trying to understand the 
advisor’s billing. 

Then there are the many 
advisors who don't know 
what is on their own ADVs 
when it comes to fees. Some 
tell Shrum they took the 
document to their lawyers 
to get an answer on a dis- 
crepancy and were told the 
lawyers just say to leave it 
alone. “And they will leave 
it,” she said. 

With the SEC increas- 
ing scrutiny and disclosure 
requirements for advisory 
fees, it is important for 
advisors to demonstrate 
transparency in how they 
bill. The norm for many 
fee-based advisors is to bill 
quarterly, in advance, based 
on the last business day of 
the previous business quar- 
ter, according to Shrum. 

A firm’s Form ADV lays 
out its billing methodology. 
Then the individual client's 
fee disclosure statement is 


supposed to provide any 
further detail necessary to 
that individual client. 

“(Anyone] should be able 
to look at those two docu- 
ments and compute the fee 
schedule,” said Shrum, “If 
you can't, then there are 
levels of detail missing from 
one of them.” 

Smart Kx attempts to 
smooth out the disconnect 
between the stated price 
tags in the Form ADV and 
the clients’ actual bill, rec- 
oncile the two, allow for 
any changes or exceptions 
made on an advisors’ sys- 
tem and update future bills 
on an ongoing basis. 

It’s not a particularly 
difficult problem to solve— 
if advisors can be made 
aware that there is indeed 
a problem to solve in the 
first place. 

“One of the biggest 
struggles is that the RIAs 
have this pain, but it is like 
this dull headache that gets 
deeper and deeper,” she 
said. “But there is no trigger 
that says, ‘call Smart Kx.” 

Until something breaks, 
that is. —Davis Janowski 
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During the early days 
of the COVID-19 pandem- 
ic, Marcel Tsai wouldn't 
miss an episode of the 2020 
sports documentary series 
The Last Dance. The pro- 
gram centered on his favor- 
ite player, Michael Jordan, 
and the Chicago Bulls’ 
NBA championship basket- 
ball teams of the 1990s. 

His Airness was an 
inspiration, said Tsai, espe- 
cially his words around 
confronting challenges and 
overcoming difficulties. 

“Tve had them; every- 
body has had them. But 
obstacles don't have to stop 
you. If you run into a wall, 
don’t turn around and give 
up. Figure out how to climb 
it, go through it or work 
around it,” goes the famous 
Jordan idiom. 

Challenges abound 
for anyone navigating the 
rapidly changing advi- 
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sor technology landscape. 
After graduating from the 
University of Southern 

California with a business 


degree, Tsai worked for five 
years as a marketing man- 
ager for document manage- 
ment firm Laserfiche, then 
spent over a decade as a 
senior product manager of 
technology solutions for 
TD Ameritrade. 

After that custodian 
was acquired by Charles 
Schwab in 2020, Tsai spent 
some time as product 
manager trying to build 
the pipes for outside tech 
vendors integrating into 
Schwab’s advisor platform, 
but he eventually joined the 
diaspora of TD Ameritrade 
employees migrating to 
greener pastures. 

Tsai is now a senior 
director at Apex Fintech 
Solutions, the advisor- 
focused platform for the 
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innovative custody and 
clearing firm that has at 
one time or another sat 
behind robo advisors like 
Betterment and advisory 
platforms like Altruist. 

Tsai’s arrival signaled 
Apex was starting to color 
outside the lines of a tra- 
ditional clearing broker, 
moving directly into advi- 
sors’ workflows by build- 
ing out a more diverse suite 
of services and integrating 
with other vendors of advi- 
sor technology. 

A recent deal with 
Orion will bring more 
streamlined account 
opening and trading, and 
the hire of former TD 
Ameritrade Institutional 
technology leader Jon 
Patullo suggests that Apex 
is just getting started 
building out a tech ecosys- 
tem for advisors. 

“That’s my joy, right? 


Really raising the bar, accel- 
erating, modernizing on 
behalf of RIAs,” said Tsai. 
“Our goal is to empower 
their growth, let them scale 
rapidly so they can service 
tons of clients no matter 
their account size.” 

Tsai said he understood 
the inherent complications 
in such a radical change, 
especially in such a tradi- 
tional industry. 

“We want to bring all 
this cool tech into this 
space and there’s going 
to be obstacles because 
RIAs are RIAs,” said Tsai. 
“They're average 65 years 
old. They’re used to doing 
things certain ways. But 
then there’s a group of 
early adopters who’s want- 
ing to lean in and deliver 
with better tech, etc. We'd 
like to continue to grow 
with these types of firms.” 
—Rob Burgess 
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Marwa Zakharia knew 
what she wanted to do when 
she was just 6 years old. 

“My dad would bring 
home file folders and 
I would take all of his 
documents and organize 
them and called myself a 
businessperson,” she said. 
She would don her father’s 
glasses and hold business 
meetings with her siblings, 
where she was always in 
charge. That’s how she 
learned early that she want- 
ed to work with people. 

While studying at 
Goldey-Beacom College in 
Wilmington, Del., Zakharia 
talked her way into a job 
with Wilmington Trust, 
even though she wasn't 
qualified for the position, 
and ended up working as 
a liaison between private 
banking and the technology 
department. 

“Don't ask me how I 
convinced him that I would 
be the right fit because I 
had no experience whatso- 
ever, but I knew that I could 
do this,” she said. “And I did. 
I thrived in that role.” 


Today, she’s running 
her own fintech company, 
AssetBook, the portfolio 
management and reporting 
technology provider, and 
using that same talent for 
working with people as a 
liaison between the finan- 
cial advisor community and 
the company’s technology 
developers. 

She has served in 
various capacities with 
AssetBook for five years, 
first as a consultant, then 
heading up operations 
and the last two years as 
CEO. Her husband, Miguel 
Zakharia, has served as 
the firm’s chief technol- 
ogy officer for almost nine 
years. During her time at 
AssetBook, Pulse, the firm’s 
flagship portfolio manage- 
ment and reporting plat- 
form, has been rebuilt and 
migrated to a fully cloud- 
based system running on 
Microsoft Azure. 

She spent nearly two 
years listening to advisors 
to learn where they were 
having issues, what features 
they would like to see and 
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how they want to be able to 
use them. 

“Advisors need technol- 
ogy to run their businesses, 
but they did not sign up to 
be tech experts,” she said. 

AssetBook is currently 
solving for one of the big- 
gest pain points in an 
advisor’s business—client 
communications. Many 
advisors complain that 
systems for pulling cli- 
ent communications into 
compliance are clunky and 
put constraints on their 
workflows. 

Enter Valian, Asset- 
Book’s new client-engage- 
ment application, launched 
this year. The app version 
includes a texting feature 
that automatically and 
seamlessly ensures com- 
pliance, and a desktop 
version is coming next. 
She says they opted to roll 
out the app first because 
phones are generally more 
accessible than desktop 
computers and that acces- 
sibility, along with ease 
of use and attractiveness, 
is a primary focus as they 


continue to build out the 
new system. 

Once the desktop ver- 
sion has launched, she said 
to expect “a ton” of addi- 
tional and user-friendly fea- 
tures designed to improve 
the client-advisor engage- 
ment experience, with 
built-in electronic docu- 
mentation for the “purposes 
of the compliance, perspec- 
tive and efficiency.” 

“A CRM is only as good 
as what you populate it 
with,” she said. “But what 
it boils down to is their 
engagement and conversa- 
tion with their end client. 
Our focus is really on 
optimizing advisors’ time 
and their workflow. This 
is why we're so focused on 
two-way connectivity. 

“And of course,” she 
added, “compliance, com- 
pliance, compliance for 
everything. Because we can 
lose sight of that when we're 
trying to build fancy, beau- 
tiful systems. And we forget 
that the SEC and FINRA 
are holding these advisors 
accountable.” —Ali Hibbs 
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Six Fallacies that Wreck 
Investment Portfolios 


BY JOHN KADOR 


Even the most intelligent and sophisticated clients can succumb to logical fallacies that bias invest- 
ment decisions. Here's how these fallacies can distort advisor-client relationships. 


Ey The Sunk Cost Fallacy 


“Tve already lost 
40% on this asset; 
I can’t afford to get 
out now!” 


The Sunk Cost Fallacy holds that keeping a losing 
investment is warranted because the resources already 
invested will be otherwise lost. 


WHAT TO WATCH FOR: 


Unwillingness to accept 
losses, expressed as “Can 
we wait until at least | 
break even?” 


WHAT ADVISORS CAN SAY: 


“Let's write out the pros 
and cons of the next 
action and see what 
makes sense.” 


ae Hot Hand Fallacy 


“Can you believe it? 

The asset has gone up 10 
trading days in a row! 
Let’s buy some more!!” 


The Hot Hand Fallacy is the false belief, supported only by 
the upward trending of an asset, that a recent winning 
streak will continue. 


WHAT TO WATCH FOR: 


Emotion-driven tunnel 
vision that blinds clients 
from examining other 
available data 


WHAT ADVISORS CAN SAY: 


“Past performance does 
not guarantee future 
results. Let's look at the 
fundamentals today.” 


E Confirmation Biasa: 
R 


“I made out like a bandit 
on that one REIT, so I’m 
confident this newest 
REIT will also do well 
for me.” 


Confirmation Bias occurs when investors uncritically favor 
those recommendations or conclusions that confirm their 
existing point of view, rejecting recent evidence to the contrary. 


WHAT TO WATCH FOR: 


Investors who focus only 
on signals that support 
their point of view 


WHAT ADVISORS CAN SAY: 
“Are you willing to drill down 
into the prospectus? Let’s 
start with disclosed risks.” 


Availability Bias 


“Check it out! The 
Wall Street Journal 
just had a positive 
story about it today!” 


The Availability Bias stems from the human tendency to 
think that examples of things that come readily to mind are 
more representative than is actually the case. 


WHAT TO WATCH FOR: 
Investors who are fixated on 
breaking news and fail to 
consider a broader array of info 


WHAT ADVISORS CAN SAY: 
“Let's see what other data 
sources have to say on 
the matter.” 


9 
Gambler’s Fallacy | - or 
PER CA 


“My last five stock picks j 
all lost money. | 
The next one is bound 

to go my way.” 


The Gambler's Fallacy assumes that if a particular event or 
outcome happens again and again in a row, the opposite 
result is more likely to occur soon. 


WHAT TO WATCH FOR: 


Investors who think that 
because an asset has gone 
down six times in a row, it is 
due to go up 


WHAT ADVISORS CAN SAY: 


“If a tossed coin shows heads 
six turns in a row, what is the 
probability that heads will 
show on the next toss?” 


a Mental Accounting 


‘Just got my tax refund. ETS 
Let’s buy something risky f \ 
because this is bonus | 

money I can afford to lose.” | | 


The Mental Accounting bias leads clients to attach different 
values to some forms of money (e.g. a year-end bonus) than 
other forms (e.g. a salary). 


WHAT TO WATCH FOR: 


Clients who attach labels 
to money 


WHAT ADVISORS CAN SAY: 
“Money is fungible; a dollar 
gained or lost in one portfolio is 
perfectly interchangeable with a 
dollar gained or lost in another.” 
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Advisor Services 


Becoming an independent RIA 
was a game changer. 


Here's Why. 


“I was an IBD advisor. But my vision was 
to build a business around my clients. 
One that’s customizable, has a great 
culture, and can stand the test of time. 
Becoming an RIA allowed us to grow, 
and with Schwab’s help, our AUM has 
more than doubled.” 


Jason Snipe-Odyssey Capital: Advisors 


charles 
SCHWAB 


Learn more at advisorservices.schwab.com 
or call 877-687-4085 Qun your Lomerrows 
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